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TUESDAY, MAY 13, 1952 


House or RePpRESENTATIVES, 
Comirrer oN Ways ann MEANS, 
Wash ington, tm DA 

The committee met at 10 a. m., Hon. Robert L. Doughton (chair- 
man) presiding. 

The Cuarrman. The committee will be in order. These hearings 
were scheduled at the direction of the committee on H. R. 4371, 
introduced by Mr. Keogh, Hl. R. 4373, introduced by Mr. Reed, and 
on other measures pending in the committee which would provide a 
deduction for Federal income tax purposes of amounts set aside for 
future retirement. 

Without objection | will insert in the record at this point copies of 
these bills. They are H. R. 4371, 4373, 1173, 3456, 5847, and 7426. 

(The matter referred to is as follows: ) 


fli. R. 4371, 82d Cong., Ist sess 


A BILL To permit the postponement of income tax with respect to a port fearned net income paid t 
a restricted retirement fund 
Be it enacted by the Senate and Ilo of Representati f the United States of 
America in Congress assembled, Vhat this Aet mav be cited as the “Individual 
Retirement Act of 1951". 


SEC. 2. EXCLUSION OF PORTION OF INCOME PAID TO A RESTRICTED RETIREMENT 


FUND. 
Section 22 of the Internal Revenue Code is amended by adding at the end 
thereof the following new subsection: 
p) Conrrisutions vo a Resrricrep RerirnemMenr FuNb 
1) GENERAL RULE.—In the case of a dividual, there shall be exeluded 
from gross income the portion of income for any taxable vear paid withi 
such vear to a restricted retirement fuod Such prort tap? of income shall 
be taxable at the time and in the manner provided in section 173 
2) Limirarion Che total amount exeludible under paragraph (1) for 
any taxable vear shall not exceed 10 per centum of the taxpayer's earned 
net income, or $7,500, whichever is the lesser, minus any amounts contributed 
luring such taxable year by an emplover of the taxpayer 
A) to or under a plan meeting the requirements of scetion 165, or 
B) toward the purehase of an eimplovees annuity contract deseribed 
in the first sentence of subseetion (b) (2) (B) of this seetion 


DEFINITION OF RESTRICTED RETIREMENT FUND For definition of 
restricted retirement fund’ see seetion 173 (b). 
, 1) DEFINITION oO} EARNED INCOME, ETC. For the PUT Poses of this 


subsection 
“(A) ‘earned income’ means wages, salaries, professional fees, and 
other amounts reecived as compensation for personal serviecs actuall 
rendered, but does not include any amount not ineluded in gross ineome 
computed without reference to this subseetion), nor that part of the 
compensation derived by the taxpaver for personal services, rendered 
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by him to a corporation which represents a distribution of earnings or 


profits r 
personal services actually rendered ; 
(B) 

bv sectior 


rather than a reasonable allowance as compensation for the 


‘e arne -d income deductions’ means such deductions as are allowed 
23 for the purpose of computing net income and are properly 


allocab le to or chargeable against earned income: 


C) ‘earned net income’ 


income over the sum of the earned income deductions: 
in the ease of an individual proprietor or member of a partner- 


D 


ship who performs personal services 


it 
| 


means the excess of the amount of earned 


and 


: the business of such proprietorship 


or partnership, the portion of the profits attributable to his personal 
services shall be deemed ‘earned income’; and in the case of a taxpayer 
engag a trade or business in which both personal services and 
capital are material income-producing factors, the determination of 
the portion of the profits attributable to personal services shall be made 
inder regulations prescribed by the Commissioner with the approval of 
the Secretary. 
5) CONSENT BY TAXPAYER.—This subsec shall be applicable only to 
a taxpaver who files with the Commiss r such manner, in such form, 
and within such time as the Commissioner, with the approval of the Secretary, 
may by regulations prescribe, a consent to have taxed in the manner provided 
in sect 173 portion of income excluded from gross income under 
] 





parag 


3. INCLUSION IN GROSS INCOME OF ANNUITY PAYMENTS RECEIVED FROM A 


RESTRICTED RETIREMENT FUND. 





ion 22 (b) (2) of the Internal Revenue Code (relating to annuities) is 
ded by adding at the end thereof the following new subparagraph: 

( Restricted Retirement Annuities.—If an annuity contract is 
purchased by a trustee for an individual under a plan with respect to 
which secti 173 is applicable, such individual shall include in his 
income t 2 ints received under such contract for the year received; 
and for the purposes of this chapter such annuity contract shall be deemed 
to have a basis of zero. 

4 RESTRIC TED RETIREMENT FUNDS. 
ert | f e Internal Revenue Code (relating to the taxati f estates 
trusts) is amended bv adding after section 165 thereof the following new 
173. RESTRICTED RETIREMENT FUNDS, 
a) EXE) x I Pax \ restricted re’ ireme fund shall not be taxable 
r this suppl and ther provisi f this suppl t or of chapter 1, 
pt s 22 2) (( shall apply re tos fund or its bene- 

Derinition oF Restrictep RET1REMENT Fcenp.—For the purposes of this 
er a Tesir ret ire ent fund’ means a trust forming pa f a retirement 
set : a fide agricultural, labor, business fustrial, or professiona 
at rs ar organizati for the es benefit of its participating 
ers fort purpose of distributing to such members or their beneficiaries the 
s, profits, at “ar gs of the trust accumulated by the trust in accordatce 

plan if r the plan and the trust instrument 

the erest of any participating member is nonassignable, except 
\ at r re t . efi iaries t re ‘eive ar Vv Tere =t n 
rus h he may be entitled at his death; and 
““(B) t ect a survivorship opti nder any annuity ract through 
= *arect + e trust av he list ributed: 

2: t : a? f a trustee or successor trustee is restricted to a bank 
a> j 04), and the trustee is authorized and directed to invest 
he assets of rus securities h are leaal for the vestment of trust 

funds Ss ATi 
x ase of rmane lisabilitv (which shall be 
ert ified t a trantes sed physiciar the distrit ition of 
the interest of anv partici n the trust mav not be made to him 
ring fe at ads nec earlier than his age 60 and under 
r r f following optional methods of distribution to be elected 
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*(B) in annual installments of a designated amount over a period of 
years; or 

“(C) by the purchase by the trustee, in the name of the participating 
member, of one or more single premium noncommutable life annuity con- 
tracts (with or without a guaranteed minimum payment and with or 
without a survivorship option). 

*‘(e) TaxaBiLiry oF BeNnEFiIcIARY.—The amount actually distributed or made 
available to any distributee under a restricted retirement fund under the option 
described in subsection (b) (3) (C) shall be taxable to him under the provisions of 
section 22 (b) (2) (C), and the amount actually distributed or made available 
to any such distributee under one of the options described in subsections (b) (3) 
(A) or (B) shall be taxable to him, in the vear in which so distributed or made 
available, under the provisions of section 22 (b) (2) (C) as if it were an annuity 
under an annuity contract taxable under such section, except that if the entire 
interest is distributed in a lump sum under the option described in subsection (b) 
(3) (A) it shall be considered a gain from the sale or exchange of a capital asset 
held for more than six months.” 


SEC. 5. TAXABLE YEARS TO WHICH APPLICABLE, 
The amendments made by this Act shall be applicable with respect to taxable 
years beginning after December 31, 1950. 





{H. R. 4373, 82d Cong., Ist sess.] 


A BILL To permit the postponement of income tax with respect to a portion of earned net income paid 
to a restricted retirement fund 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That this Act may be cited as the ‘Individual 
Retirement Act of 1951”’. 

SEC. 2. EXCLUSION OF PORTION OF INCOME PAID TO A RESTRICTED RETIREMENT 
FUND. 

Section 22 of the Internal Revenue Code is amended by adding at the end 
thereof the following new subsection: 

“(p) CONTRIBUTIONS TO A RestRICTED RETIREMENT FuND.— 

(1) GENERAL RULE.—In the case of an individual, there shall be excluded 
from gross income the portion of income for any taxable year paid within 
such year to a restricted retirement fund. Such portion of income shall be 
taxable at the time and in the manner provided in section 173. 

(2) Limrration.—The total amount excludible under paragraph (1) for 
any taxable year shall not exceed 10 per centum of the taxpayer’s earned 
net income, or $7,500, whichever is the lesser, minus any amounts contributed 
during such taxable vear by an employer of the taxpayer— 

““(A) to or under a plan meeting the requirements of section 165, or 

*“(B) toward the purchase of an employee’s annuity contract described 
in the first sentence of subsection (b) (2) (B) of this section. 

(3) DEFINITION OF RESTRICTED RETIREMENT FUND.—For definition of 
‘restricted retirement fund’ see section 173 (b). 

“(4) DEFINITION OF EARNED INCOME, ETc.—For the purposes of this 
subsection— 

“(A) ‘earned income’ means wages, salaries, professional fees, and 
other amounts received as compensation for personal services actually 
rendered, but does not include any amount not included in gross income 
(computed without reference to this subsection), nor that part of the 
compensation derived by the taxpayer for personal services rendered 
by him to a corporation which represents a distribution of earnings or 
profits rather than a reasonable allowance as compensation for the 
personal services actually rendered; 

“*(B) ‘earned income deductions’ means such deductions as are allowed 
by section 23 for the purpose of computing net income and are properly 
allocable to or chargeable against earned income; and 

“(C) ‘earned net income’ means the excess of the amount of earned 
income over the sum of the earned income deductions. 

““(D) In the ease of an individual proprietor or member of a partner- 
ship who performs personal services in the business of such proprietor- 
ship or partnership, the portion of the profits attributable to his personal 
services shall be deemed ‘earned income’; and in the case of a taxpayer 
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engaged in a trade or business in which both personal services and 
capital are material income-producing factors, the determination of the 
portion of the profits attributable to personal services shall be made 
under regulations prescribed by the Commissioner with the approval of 
the Secretary. 

“(5) CONSENT BY TAXPAYER.—-This subsection shall be applicable only to 
& taxpayer who files with the Commissioner, in such manner, in such form, 
and within such time as the Commissioner, with the approval of the Secretary, 
may by regulations prescribe, a consent to have taxed in the manner pro- 
vided in section 173 the portion of income excluded from gross income under 
paragraph (1).” 

SEC. 3. INCLUSION IN GROSS INCOME OF ANNUITY PAYMENTS RECEIVED FROM A 

RESTRICTED RETIREMENT FUND. 

Section 22 (b) (2) of the Internal Revenue Code (relating to annuities) is 
amended by adding at the end thereof the following new subparagraph: 

“(C) RESTRICTED RETIREMENT ANNUITIES.-If an annuity contract 
is purchased by a trustee for an individual under a plan with respect to 
which section 173 is applicable, such individual shall include in his 
income the amounts received under such contract for the vear received; 
and for the purposes of this chapter such annuity contract shall be 
deemed to have a basis of zero.” 

SEC. 4. RESTRICTED RETIREMENT FUNDS. 

Supplement E of the Internal Revenue Code (relating to the taxation of estates 
and trusts) is amended by adding after section 165 thereof the following new 
section: 

“SEC. 173. RESTRICTED RETIREMENT FUNDS. 

‘“(a) Exemprion From Tax.—A restricted retirement fund shall not be taxable 
under this supplement and no other provision of this supplement or of chapter 1, 
except section 22 (b) (2) (C), shall apply with respect to such fund or its bene- 
ficiaries. 

“(b) Derinirion or Reetrricrep Retirement Funp.—For the purposes of 
this chapter a ‘restricted retirement fund’ means a trust forming part of a retire- 
ment plan set up by a bona fide agricultural, labor, business, industrial, or pro- 
fessional association, or similar organization, for the exclusive benefit of its parti- 
cipating members for the purpose of distributing to such members or their bene- 
ficiaries the corpus, profits, and earnings of the trust accumulated by the trust in 
accordance with the plan if under the plan and the trust instrument 

(1) the interest of any participating member is nonassignable, except as 
to his right 

A) to designate one or more beneficiaries to receive any interest in 
the trust to which he may be entitled at his death and 

B) to elect a survivorship option under any annuity contract 
through which his interest in the trust may be distributed; 

2) the designation of a trustee or successor trustee is restricted to a bank 
as defined in section 104), and the trustee is authorized and directed to 
invest the assets of the trust in securities which are legal for the investment 
of trust funds by such bank. 

(3) except in case of his total and permanent disability (which shall be 
certified to the trustee by affidavit of a licensed physician), the distribution of 
the interest of any participating member in the trust may not be made to 
him during his lifetime at a date commencing earlier than his age 60 and under 
one or more of the following optional methods of distribution to be elected 
by him 

*“(A) in a lump sum; 

“(B) in annual installments of a designated amount over a period of 
vears; 

“(C) by the purchase by the trustee, in the name of the participating 
member, of one or more single premium noncommutable life annuity 
contracts (with or without a guaranteed minimum payment and with or 
without a survivorship option) 

“(¢) TAXABILITY OF BenericiARY.—The amount actually distributed or made 
available to any distributee under a restricted retirement fund under the option 
described in subsection (b) (3) (C) shall be taxable to him under the provisions of 
section 22 (b) (2) (C), and the amount actually distributed or made available to 
anv such distributee under one of the options described in subsections (b) (3) 
(A) or (B) shall be taxable to him, in the vear in which so distributed or made 
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available, under the provisions of section 22 (b) (2) (C) as if it were an annuity 
under an annuity contract taxable under such section, except that if the entire 
interest is distributed in a lump sum under the option described in subsection 
(b) (3) (A) it shall be considered a gain from the sale or exchange of a capital asset 
held for more than six months.” 
SEC. 5. TAXABLE YEARS TO WHICH APPLICABLE. 

The amendments made by this Act shall be applicable with respect to taxable 
vears beginning after December 31. 1950 


[Hi. R. 1173, 82d Cong., Ist sess.) 


A BILL To equalize taxation on earned income, encourage individual financing of social security, encourage 
individual ownership of United States Government bonds, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That (a) Suorr Trrite.—This Act may be cited as 
the ‘“‘Karned Income Tax Adjustment Act of 1951”. 

(b) Acr AmMENbaATORY OF INTERNAL REVENUE Cope.—-Except as otherwise 
expressly provided, wherever in this Act an amendment or repeal is expressed in 
terms of an amendment to or repeal of a chapter, subshapter, title, supplement, 
section, subsection, subdivision, paragraph, subparagraph, or clause, the reference 
shall be considered to be made to a provision of the Internal Revenue Code. 

(c) Meanine or Terms Usev.—-Except as otherwise expressly provided, terms 
used in this Act shall have the same meaning as when used in the Internal Revenue 
Code. 

SEC, 2. EXCLUSION FROM GROSS INCOME OF AMOUNTS EXPENDED IN THE PURCHASE 
OF CERTAIN BONDS OF THE UNITED STATES. 

Section 22 (b) (relating to exclusions from gross income) is amended by inserting 
at the end thereof the following: 

“(15) AMOUNTS EXPENDED IN THE PURCHASE OF CERTAIN BONDS OF THE 

UNITED STATES 

(A) Amounts expended by an individual during the taxable vear in 
the purchase of bonds of the United States to be issued under the 
authority and subject to the provisions of the Second Liberty Bond 
Act, as amended, and the purposes for which bonds may be issued under 
such Act are extended to include the purposes for which bonds may be 
issued under this paragraph. Such bonds shall bear interest at the rate 
of 2 per centum per annum (payable at redemption) when, and only 
when, held for at least five vears from the date of purchase to date of 
redemption, shall have no fixed maturity, shall be registered in the 
name of the taxpayer. shall be nonnegotiable, and shall not be trans- 
ferable by sale, exchange, assignment, pledge, hypothecation, or other- 
wise. Such bonds shall be subjeet to redemption at any time by the 
owner, but interest shall cease (oO accrue upon the tenth anniversary 
of the purchaser’s death. The purchaser may provide for payment 
of any such bond to designated alternate individual beneficiaries in the 
event of his death before redeeming the same, and such designation and 
changes thereof shall be made under regulations prescribed by the Com- 
missioner with the approval of the Secretary. Redemption after the- 
purchaser's death may be made by any beneficiary so designated by the 
purchaser, or by the executor or administrator of any such beneficiary, 
or by the executor or administrator of the purchaser if no such designated 
beneficiary survives him, or no such beneficiary has been designated. 
*(B) The maximum annual exclusion under the foregoing paragraph 
shall not exceed 15 per centum of the taxpayer's earned net income or the 
sum of $10,000, whichever is the lesser, minus any amount contsibuted 
by the employer to or under a plan meeting the requirements of section 
165 (a) or to the purchase of an annuity contract described in the first 
sentence of section 22 (b) (2) (B) (whether such contribution is made 
before ot during the taxpayer's taxable year) to the extent that taxpayer 
acquires a vested interest in such contribution at any time during his 
taxable year. Any amounts expended during the taxable vear in the 
purchase of bonds described in the foregoing paragraph in excess of the 
maximum annual exclusion prescribed in this paragraph shall be deduct- 
ible in the succeeding taxable vears in order of time to the extent that 
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the maximum annual exclusion for each succeeding year exceeds the 
amount of such bonds purchased in such year. 

“(C) Earned Income Definitions~—For purposes of the foregoing 
paragraph (i) ‘earned income’ means wages, salaries, professional fees, 
and other amounts received as compensation for personal services actu- 
ally rendered, but does not include any amount not included in gross 
income (except for the provisions of this paragraph), nor that part of 
the compensation derived by the taxpayer for personal services rendered 
by him to a corporation which represents a distribution of earnings or 
profits rather than a reasonable allowance as compensation for the per- 
sonal services actually rendered. (ii) ‘Earned income deductions’ 
means such deductions as are allowed by section 23 for the purposes of 
computing net income, and are properly allocable to or chargeable 
against earned income. (iii) ‘Earned net income’ means the excess of 
the amount of the earned income over the sum of the earned income 
deductions. (iv) In the case of an individual proprietor or member of 
& partnership, engaged in a trade or business in which both personal 
services and capital are material income producing factors, the portion 
of the profits of the individual proprietor or partnership which constitutes 
earned net income shall be determined under regulations prescribed by 
the Commissioner with the approval of the Secretary.” 


SEC. 3. INCLUSION IN GROSS INCOME, NETINCOME, AND ADJUSTED GROSS INCOME, 
OF AMOUNTS RECEIVED UPON THE REDEMPTION OF CERTAIN BONDS OF 
THE UNITED STATES. 

(a) In GeneRaL.—Section 22 (a) (relating to the definition of ‘gross income’’) 
is amended by striking out the period at the end of the first sentence thereof and 
adding the following: ‘‘; also the full amount received by any person upon the re- 
demption of any bonds of the United States described in section 22 (b) (15), 
but the amount of such bonds remaining unredeemed on the tenth anniversary 
of the death of the purchaser thereof shall be included in the gross income of the 
person entitled to the proceeds of redemption in the taxable year in which falls 
said tenth anniversary.” 

(b) AtrerNATive CaALcULATION oF Net InNcomME Upon THE REDEMPTION 
oF CerTAIN Bonps or THE Un ttep Srates.—Section 21 (a) (defining ‘net 
income’’) is amended by inserting at the end thereof the following sentence: “In 
the case of an individual] (other than an estate), ‘net income’ shall in no event be 
less than the amount includible in gross income in respect of bonds of the United 
States described in section 22 (b) (15).” 

(c) Errect or Repemptrion or Certain Bonps or THE UNITED STATES ON 
CALCULATION OF TAX UNDER SupPpLeMENT T.—Chapter | of the Internal Revenue 
Code is amended by inserting after section 404 the following new section: 


“SEC. 4065. ADJUSTED GROSS INCOME IN THE EVENT OF THE REDEMPTION OF CERTAIN 
BONDS OF THE UNITED STATES, 

“Por purposes of this supplement the term ‘adjusted gross income’ shall in no 
event be less than the amount includible in gross income in respect of bonds of 
the United States described in section 22 (b) (15).”’ 

(d) Amount oF Carry-Back aNp Carry-Over.—Section 122 (relating to the 
net operating loss deduction) is amended by substituting ‘‘(6), and (7)”’ for “‘and 
(6)"’ wherever “and (6)” appears in subsection (b), and by adding the following 
new paragraph at the end of subsection (d): 

“*(7) There shall be excluded in computing the gross income of an individual 
(other than an estate) the amount ineludible in gross income pursuant to the 
provisions of section 22 (a) in respect of bonds described in section 22 (b) 
(15).’ 

(e) INAPPLICARILITY OF PROVISIONS OF SeEcTION 117.—Section 1-17 (f) is 
amended by inserting after ‘thereof’? in the parentheses a comma and adding 


-\ 


the following: ‘“‘other than the bonds described in section 22 (b) (15) 


SEC. 4. DEDUCTION FOR ESTATE TAX ON AMOUNTS INCLUDIBLE IN GROSS INCOME 
IN RESPECT OF CERTAIN BONDS OF THE UNITED STATES. 
Section 126 (c) is amended by adding at the end thereof the following new 
paragraph: 

(3) For purposes of this subsection an amount includible in respect of 
bonds described in section 22 (b) (15) in the gross income of the executor 
or administrator of the purchaser of such bonds or in the gross income of 
the executor or administrator of a deceased beneficiary of such bonds shall 
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be deemed to be an item of gross income in respect to a decedent within the 
meaning of subdivision (a) (1) of this section.” 
SEC, 5. TAXABLE YEARS TO WHICH APPLICABLE. 
The amendments made by this Act shall be applicable with respect to taxable 
years beginning after December 31, 1950. 





[H. R. 3456, 82d Cong., Ist sess.] 


A BILL To permit the postponement of income tax with respect to a portion of earned net income paid 
to a restricted retirement fund 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That this Act may be cited as the “Individual 
Retirement Act of 1951.” 


EXCLUSION OF PORTION OF INCOME PAID TO A RESTRICTED RETIREMENT FUND 


Sec. 2. Section 22 of the Internal Revenue Code is amended by adding at the 
end thereof the following new subsection: 
“(p) PaymMENTs TO A ReEstrictreD RETIREMENT FuNbD.— 

(1) GENERAL RULE.—In the case of a self-employed individual, there 
shall be excluded from gross income, if the taxpayer so elects, the portion 
of income for any taxable year paid within such year to a restricted retire- 
ment fund. Such portion of income shall be taxable at the time and in the 
manner provided in section 165A. 

(2) Limrration.—The amount excludable under paragraph (1) for any 
taxable year shall not exceed 15 per centum of the taxpayer’s earned net 
income, or $10,000, whichever is the lesser. 

(3) Carry-over.—Any amount paid in a taxable vear in excess of the 
amount excludable from gross income in such vear under the foregoing 
limitations shall be excludable in the succeeding taxable vears in order of 
time to the extent of the difference between the amount paid and excludable 
in each such succeeding vear and the maximum amount excludable for such 
year in accordance with the foregoing limitations. 

(4) DEFINITION OF RESTRICTED RETIREMENT FUND.—For definition of 
‘restricted retirement fund’ see section 165A. 

“(5) DEFINITION OF EARNED INCOME, ETC.—For the purposes of this 
section— 

(A) ‘earned income’ means wages, salaries, professional fees, and 
other amounts received as compensation for personal services actually 
rendered, but does not include any amount not included in gross income 
(computed without reference to this subsection), nor that part of the 
compensation derived by the taxpayer for personal services rendered by 
him to a corporation which represents a distribution of earnings or 
profits rather than a reasonable allowance as compensation for the 
personal services actually rendered; 

“(B) ‘earned income deductions’ means such deductions as are 
allowed by section 23 for the purpose of computing net income and are 
properly allocable to or chargeable against earned income; and 

“(C) ‘earned net income’ means the excess of the amount of earned 
income over the sum of the earned income deductions. 

“(D) In the case of an individual proprietor or member of a partner- 
ship who performs personal services in the business of such proprietor- 
ship or partnership, the portion of the profits attributable to his personal 
services shall be deemed ‘earned income’; and in the case of a taxpayer 
engaged in a trade or business in which both personal services and capital 
are material income-producing factors, the determination of the portion 
of the profits attributable to personal services shall be made under 
regulations prescribed by the Commissioner with the approval of the 
Secretary. 

“(6) ELecTION BY TAXPAYER.—The election of the taxpayer to exclude 
from current gross income the portion of income paid to a restricted retire- 
ment fund shall be made by filing with the Commissioner, in such manner, 
in such form, and within such time as the Commissioner, with the approval 
of the Secretary, may by regulations prescribe, a statement of such election, 
which shall include a consent to have such portion of income taxed in the 
manner provided in section 165A.” 
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INCLUSION IN GROSS INCOME, NET INCOME, AND ADJUSTED GROSS INCOME OF 
DISTRIBUTIONS RECEIVED FROM A RESTRICTED RETIREMENT FUND 


Sec. 3. (a) IN Generat.—Section 22 (b) (2) of the Internal Revenue Code 
(relatéang to annuities) is amended by adding at the end thereof the following new 
subparagraph: 

“(C) Restricted Retirement Annuities.—-If an annuity contract is 
purchased by a trustee for an individual under a plan with respect to 
which section 165A is applicable, such individual shall include in his 
income the amounts received under such contract for the vear received; 
and for the purpeses of this chapter, such annuity contract shall be 
deemed to have a basis of zero 

(b) ALTERNATIVE CALCULATION oF Nutr INcome.—Section 21 (a) of the 
Internal Revenue Code (defining ‘net income’’) is amended by adding at the end 
thereof the following: ‘In the case of an individual ‘net income’ shall in no event 

less than the amount includible in gross income under sections 22 (bh) (2) (C) 
and 165A." 

¢) ALTERNATIVE CALCULATION OF AbststeD Gross INcome UNDER Supp.ie- 
MENT ‘T.-—Supplement T of Chapter 1 of the Internal Revenue Code is amended 
by adding after section 404 the following new section: 

“SEC. 405. ALTERNATIVE CALCULATION OF ADJUSTED GROSS INCOME. 

‘Por the purposes of this supplement adjusted gross income * shall in no event 
be less than the amount ineludible in gross income under sections 22 (b) (2) (C) 
and 165A." 

d) Amount or Carry-Bac iN» Carry-Over.—-Section 122 of the Internal 
Revenue Code (relating to the net operating loss deductions) is amended by 
substituting ‘(6), and (7)" for “and (6)"" wherever appearing in subsection (b) 
thereof, and by adding to subsection (d) thereof the following new paragraph: 

67 There shall be excluded in computing the gross income of an individual 
the amount includible in gross income under the provisions of sections 22 (b) 


2) (C) and 165A.” 


TREATMENT OF AMOUNTS RECEIVED BY A SURVIVING SPOUSE OR BENEFICIARY OF A 
PARTICIPANT UNDER A RESTRICTED RETIREMENT FUND 


See. 4. Section 126 of the Internal Revenue Code is amended by adding at the 
end thereof the following new subsection: 

‘(d) DISTRIBUTION TO SURVIVING Spouse ok BENEFICIARY UNDER A RESTRICTED 
RerrreMen’ Funp.-—For the purposes of this section, distributions to a surviving 
spouse or beneficiary of a participant under a restricted retirement fund to which 
section 165A is applicable shall be deemed to be an item of gross income in respect 
of a decedent which is not properly includible in respect of the taxable period in 
which falls the date of his death or a prior period, within the meaning of this 
section, 


RESTRICTED RETIREMENT FUNDS 
Sec. 5. Supplement E of the Internal Revenue Code (relating to the taxation 
of estates and trusts) is amended by adding after section 165 thereof the follow- 
ing new section 


“SEC. 165A. RESTRICTED RETIREMENT FUNDS. 


a) Exemption From Tax \ restricted retirement fund shall not be tax- 
able under this supplement and no other provision of this supplement or of 
chapter 1, except section 22 (b) (2) (C), shall apply with respect to such fund 


or its beneficiaries. 

b) Derinrrion of Resrricrep Rerinement Funp.—For the purposes this 
chapter a ‘restricted retirement fund’ means a trust forming part of a contributors 
retirement plan set up by a bona fide agricultural, labor, business, industrial, or 
professional association or similar organization, for the exclusive benefit of its 
participating members for the purpose of distributing to such members or their 


heneficiaries the corpus, profits and ecaruings of the trust accumulated by the 





trust in accordance with the plan if under the plan and the trust instrument 
‘“1) the interest of any participating member is nonassignable, except as 
to his richt 
‘(A) to designate one or more beneficiaries to receive any interest 
the trust to which he mav be entitled at his death and 
‘(B) to elect a survivorship option under any annuity contract 
through which his interest in the trust may be distributed 
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“(2) the designation of a trustee or suecessor trustee is restricted to a 
bank (as defined in section 104) which maintains a common trust fund (as 
defined in section 169), and the trustee is authorized and directed to invest 
the assets of the trust in such a common trust fund so maintained by it; 

“(3) the distribution of the interest of anv participating member in the 
trust may not be made to him at a date commencing earlier than his age 
sixty (nearest birthday) and only under one of the following options to be 
elected by him 

“(A) in a lump sun; 

“(B) in annual installments over a period of fifteen vears, the first 
installment to be equal to one-fifteenth of the participant’s interest in 
the trust at the time of its pavment, the second installment to be 
equal to one-fourteenth of his interest in the trust at the time of its 
payment, and so on until such interest is completely distributed: or 

“(C) by the purchase by the trustee, in the name of the participating 
member, of one or more single premium noncommutable life annuity 
contracts (with or without a guaranteed minimum payment and with 
or without a survivorship option, at the election of the participating 
member). 

“(e) Taxarsiuiry or Benericiary.-The amount actually distributed or made 
available to any distributee under a restricted retirement fund under the option 
described in subsection (b) (3) (C) shall be taxable to him under the provisions 
of section 22 (b) (2) (C) and the amount actually distributed or made available 
to any distributee by any such fund under one of the options deseribed in sub- 
sections (b) (8) (A) or (B) shall be taxable to him, in the vear in which so dis- 
tributed or made available, under the provisions of section 22 (b) (2) (C) as if 
it were an annuity under an annuity contract taxable under such section, except 
that the amount of any lump sum distribution under the option described in 
subsection (b) (3) (A) shall be considered a gain from the sale or exchange of a 
capital asset held for more than six months.” 


TAXABLE YEARS TO WHICH APPLICARLI 


Sec. 6. The amendments made by this Act shall be applicable with respect 
to taxable vears beginning after December 31, 1950. 


as 
H. KR, 5847, 82d Cong., Ist sess. 


A BILL To assist individuals to provide financial security upon retirement and to make provisions foi 
surviving members of their families by allowing an income tax deduction for premiums paid on annuity 
and life insurance contracts 

Be it enacted by the Senate and House of Be preseniaiives of the United NSiales of 

America in Congress assembled, That section 23 of the Internal Revenue Code 

(relating to deductions from gross income) is herebv amended by adding at the 

end thereof the following new subsection: 

(gz) Premiums ror ANNerry AND Lir& INSURANCE CONTRACTS Premiums 
paid during the taxable vear on any annuity or life insurance contract upon the 
life of the taxpaver shall be allowed as a deduction from gross income to the extent 
that such premiums do not exceed 15 per centum of the taxpaver’s adjusted gross 
income, 

See. 2. The amendment made by this Act shall be applicable with respect to 

taxable vears beginning after December 31, 1950, 


H. R. 7426, 82d Cong., 2d sess.) 


A BILL To provide that certain amounts expended by individuals for the purchase of non-interest-bearing 
United States bonds may be deducted in computing net income, and for other purposes 


Be it enacted hy the Senate and Hause of Re prese? fatives of the United States of 
America in Congress assembled, That (a) section 23 of the Internal Revenue Code 
(relating to deductions from gross income) is hereby amended by adding at the 
end thereof the following new subseetion: 

gz) Amounts ExpenpeD To Purcnaste Certain Untrep states Bonps.—I 
the case of an individual, the amount expended within the taxable year for t 
purchase of bonds of the United States which 
“(A) bear no interest: 
‘(B) have no fixed maturity; and 


9 ¢ 
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“(C) are payable in full on demand, 
but only to the extent of 10 per centum of the taxpayer’s adjusted gross income 
for the taxable vear.’’. 

(b) Section 22 (a) of the Internal Revenue Code (relating to the definition of 
“gross income’’) is hereby amended by adding at the end thereof the following new 
sentence: ‘“‘ ‘Gross income’ also includes the full amount received in the taxable 
vear by any individual upon the redemption of any bond which such individual 
purchased and which is of the type described in section 23 (gg)).”. 

(c) Section 23 (aa) (2) (A) of the Internal Revenue Code (relating to optional 
standard deduction for individuals) is hereby amended by inserting before the 
comma at the end thereof the phrase ‘and other than deductions allowable under 
subsection (gg)’’. 

(d) The amendments made by this Act shall apply only with respect to taxable 
years beginning after December 31, 1951. 

Sec. 2. (a) The Secretary of the Treasury shall issue such bonds as may be 
necessary to carry out the purposes of this Act. The bonds so issued shall— 

(1) be issued at par; 

(2) bear no interest; 

(3) have no fixed maturity; 

(4) be payable in full on demand; 

(5) be issued only to individuals, and shall be registered in the name of the 
individual who purchases them; 

(6) be nonnegotiable and not transferable by sale, exchange, assignment, 
pledge, hypothecation, or otherwise; and 

(7) be payable in full to the estate of the individual who purchased such 
bonds, upon the demand of the executor or administrator thereof, if such 
individual dies before he has received the proceeds thereof. 

(b) Except as otherwise provided in this Act, the bonds required to be issued 
under subsection (a) shall be issued under the authority of, and subject to the 
provisions of, the Second Liberty Bond Act, as amended, and the purposes for 
which bonds may be issued under such Act are extended to include the purposes 
for which bonds may be issued under this Act. 

(c) The Secretary of the Treasury shall apply the proceeds of the bonds required 
to be issued under subsection (a) to the purchase, redemption, or refunding, at or 
before maturity, of outstanding interest-bearing bonds of the United States. To 
the maximum extent practicable, the interest-bearing bonds of the United States 
which shall be so purchased, redeemed, or refunded at any time shall be those 
bonds bearing the pichest rate of interest of all the bonds of the United States 
which are outstanding at such time. 


Mr. Mason. Mr. Chairman, I should like to make a statement at 
the beginning of this hearing. Since we are taking up the question of 
tax loopholes, and these two bills provide what, in my opinion, would 
be an additional new tax loophole, and we have two bills by Congress- 
man McCormack which would seek to repeal the tax loophole that we 
partially closed in 1950 on the unrelated business activities of colleges 
and churches, if we are to take up this question of tax loopholes at 
all, I think I shall have to insist that we take the question up in toto, 
and that we consider H. R. 240, a bill that has been before this com- 
mittee for 2 years, along with these other bills. 

Mr. Reep. Is H. R. 240 the bill that proposes to cut the throats of 
the farmers? 

Mr. Mason. In H. R. 2401 propose to do away with tax inequities; 
it will not cut the throat of any farmer or any legitimate co-op. 

Mr. Reep. Well, they are all legitimate. 

The Cuatrman. This hearing was set by the committee to consider 
two bills, and it was understood that we would try to conclude the 
hearings in one day. Notice has not been given to those who would 
want to testify on the bill to which the gentleman has referred. 

Mr. Mason. Mr. Chairman, as a member of this committee I 
learned for the first time through the New York Journal of Commerce 
that we were to have meetings on these tax bills. I feel that perhaps 
there has been a short circuit here. 
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Mr. Reep. Did not the gentleman get the notice of these hearings? 

Mr. Mason. I did not. I read of it in the New York Journal of 
Commerce, a week ago; I read that we were to have hearings on these 
two bills starting May 13. 

Mr. Reep. I received a notice and I assumed that every member 
of the committee received one. 

Mr. Mason. I got one yesterday. 

Mr. Reep. We usually get them the day before. 

The Cuarrman. If there has been any request for hearings on the 

entleman’s bill, the committee has not taken action on it, as far as 

know. The committee has taken action to hold hearings on these 
two bills and has set aside today for hearings on these bills. We shall 
try to deal with your bill later and I assure you that your interest in 
the matter will be given proper consideration by the committee. 

Mr. Esernarter. Mr. Chairman, there are quite a number of 
bills that have been introduced with respect to inequities in the present 
tax structure. I have been laboring under the impression that we 
would not be able to take up any of those tax-relief measures at this 
session of Congress. I have so been writing to my constituents, 
so that I may here be placed in a false light before them, because I 
have told them that I did not think there was any opportunity of 
amending the tax law at this session. I have told them that if there 
were any inequities, we would take the matter up next year and per- 
haps make the provisions retroactive where inequities do exist. So 
it is possible, as I have said, that my constituents, of whom I have quite 
a few, will feel that I have been misrepresenting matters to them. 

The Cuarrman. It has been the policy in this committee recently 
to give consideration to bills that have been introduced by members of 
the committee and on which we have reports from the Departments. 
These two bills have been introduced by members of the committee 
and reports on them have been received. The hearing today was set 
for this purpose. Other bills that may have been introduced have 
not gone through the mill as these bills have. But the Chair reiterates 
that these bills were introduced by members of the committee who 
have requested their consideration and we have reports on these bills 
from the Departments. For that reason they were scheduled for 
consideration. 

Mr. Exsernarrer. I should like to say that I made the statement 
that I did make in justice to myself and my constituents. 

Mr. Cooprr. Mr. Chairman, all of this discussion would be more 
appropriate in executive session of the committee. This hearing was 
scheduled for this morning and I suggest that the committee proceed 
now with the public hearing. 

The CuarrmMan. The Chair thinks that would be the most appro- 
priate way to proceed. 

There are two witnesses on our schedule who are numbered 21 and 
22 whom, I understand, Representative Davis of Tennessee would 
like to introduce. Mr. Davis has other committee business to which 
he must attend this morning and he has asked permission to have these 
witnesses heard while he is able to be here. 

Mr. Cooper. Mr. Chairman, Mr. Davis has to preside at a meeting 
of his own committee. 

The Cuarrman. Without objection we shall call these two wit- 
nesses and, while Congressman Davis is not on our calendar, we 
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should be glad to have a statement from him so that he may introduce 
these witnesses. Mr. Davis, we should be glad to hear vou at this 
time. 


STATEMENT OF HON. CLIFFORD DAVIS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TENNESSEE 


Mr. Davis. Mr. Chairman and gentlemen. I appreciate your 
courtesy and I assure you that I thoroughly understand the limitations 
upon your time. I shall not require over a half minute. 

I introduced on January 9, 1951, H. R. 1173, “To equalize taxation 
on earned income, encourage individual financing of social security, 
encourage individual ownership of United States Government bonds, 
and for other purposes.”’ 

I recognize that Mr. Reed and my colleague Mr. Keogh had 
introduced similar bills. I want it understood that I recognize that 
there is a similarity in approach and that the principle in all these 
bills is substantially the same. 

| have here with me Mr. Harry Silverson, a member of the New 
York bar, who has made a long study of this matter. At my request 
he is here, prepared to make a statement on H. R. 1173. Also I have 
here Mr. Arthur Holden, a member of the board of directors of the 
American Institute of Architects. 

I assure you that these gentlemen will be brief and I hope that they 
will be thorough. They will speak on the general principle involved 
in these bills. 

So I should like to present Mr. Silverson at this time, to be followed 
at vour discretion, by Mr. Holden. 

The Chairman. Mr. Silverson, please give vour name and address 
and the capacity in which you appear for the purpose of the record. 


STATEMENT OF HARRY SILVERSON, NEW YORK CITY 


Mr. Strverson. Mr. Chairman and gentlemen of the committee, 
my name is Harry Silverson. I am a member of the New York bar 
and appear in support of H. R. 1173 at the invitation of Representa- 
tive Davis, and with the kind permission of this committee. I am 
also authorized to state on behalf of the committee on taxation of the 
New York County Lawyers’ Association, which association has a 
membership of approximately 7,500 attorneys practicing or residing 
in the city of New York, that it endorses the principle of the Davis bill. 

H. R. 1173, if enacted into law, would have the effect of permitting 
those taxpayers with earned income who are not now covered by quali- 
fying pension or profit sharing plans to create, within certain limits, : 
similar type of self-operating plan which would be funded through the 
periodic purchase of a special type nonassignable United States 
Government bond. The adoption of the bill would thus not only 
eliminate a glaring inequity which presently exists, but would also be 
of considerable assistance to the Treasury in its perennial efforts to 
encourage individuals to purchase and hold bonds issued by the 
Government of the United States. 

I believe it to be quite evident that a given amount of earned 
income, i. e., income from salaries, wages, professional fees, etc., does 
not reflect the same ability to pay taxes as does the same amount of 
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investment income. For earned income, by its very nature, is not as 
permanent in character as investment income; it is too dependent on 
the continued life and well-being of the earner. As Secretary Mellon 
once put it: 

The fairness of taxing more lightly incomes from wages, salaries, and professional 
services than the incomes from business or from investment is be yond question 


In the first case, the income is uncertain and limited in duration: sickness or death 


destroys it and old age diminishes it. In the other, the source of the income 
t 


continues; the income may be disposed of during a man’s life and it descends to 
his heirs. 

In an article appearing in the August 1949 issue of Survey of Current 
Business, a periodical published by the United States Department of 
Commerce, the following statement appears: 

In any given occupational group, age is clearly one of the most significant 
factors affecting the size of income. Moreover, in practically all occupational 


pursuits, the age-income pattern is basically the same; namely, at the low ages 
income is at its lowest point, and, as age rises, income also rises until a peak is 
reached; thereafter, income gradually declines with increasing age. 

This age-income pattern appears most graphically in a chart in an 
earlier issue of the same publication (May 1944), a photostatice enlarged 
copy of which is attached to this statement. 

(The chart referred to appears on the following page. ) 

As appears from the chart earned income of professionals is para- 
bolic in nature, i. e., it moves up to a peak at approximately the age 
of 37, flattens out in a plateau which continues until approximately 
the age of 52, drops somewhat from that age to age 62, and then 
catapults down. ‘The pattern for lawyers is somewhat different in 
that the peak period appears to run from the ages of 47 to 57. Actually 
this chart is overly liberal in that it takes into account only the 
incomes of persons actually practicing, thereby ignoring those who do 
not practice because of ill health. The chart equally ignores the 
families of deceased practitioners whose income terminated with 
death. 

A taxpayer enjoying investment income need not suffer a decline 
in his income because of advancing age. On the contrary, if he has 
accumulated capital and greater investment sagacity over the vears, 
he is likely to fare even better in the winter of life than previously. 
Nor need his death cut off his family from income, as does the death 
of a professional or other taxpayer deriving all his income from per- 
sonal services. Furthermore, during life the recipient of investment 
income has in many instances been able to shield substantial portions 
of such income from the full impact of the graduated surtax by appro- 
priate use of corporations and gifts of income-producing property to 
members of the family or to trusts for their benefit. 

While our tax law fails to give direct recognition to these inberent 
differences between earned and investment income, partial recognition 
has been given by indirection through the provisions covering pension 
trusts. Under these provisions, an employee for whose benefit his 
employer pays amounts into a pension or profit sharing trust need 
not report such amounts until he actually beings to receive his pension 
income. Originally these plans were set up by employers of their 
own volition and covered only a very small minority of the working 
population. In more recent years, following the growth of unions, 
many emplovees have succeeded in obtaining from e mployers so-called 
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fringe benefits, the chief one pss which has been pension funds. 
As a result, it is estimated that such plans now cover over 8 million 
persons, with aggregate contributions in excess of $1,500 million 
annually.' 
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Incomes in Selected Professions 
Part 6. Comparison of Incomes in Nine Independent Professions 
By Felward F. Denison, National Income Unit, Bureau of Foreign and Domestic C ree 








Chart 1.—Average Net Income in 1941 for Selected Professions, by Age of 
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This growth of pension funds has tended to alleviate the discrimina™ 
tion between earned and investment income with respect to the per- 
sons covered by qualifying plans. However, it bas not only effected 
no such alleviation for the many more millions within the earned 
income group not covered by pension plans, but by its very partial 
application has had the effect of creating further discrimination. 

As an example, let us compare two wage earners, both of whom are 
in the lowest Sandiast: One receives an increase in his wages in the 





1 New York Herald Tribune, June 19, 1951, p. 32, 
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form of a straight dollar increase ; the other obtains the same amount in 
the form of a contribution to a qualifying pension trust. The first 
wage earner, under existing laws, pays 22.2 percent of his increase in 
taxes; the second pays no tax presently. Furthermore, he will in all 
probability never pay any tax on the increase because, when he retires 
at age 65, his personal exemption will be $1,200 and his wife’s exemp- 
tion will be either $600 or $1,200, depending upon her age. This total 
exemption is more than likely to equal his pension and other taxable 
income. If, because of restrictions against salary increases, the first 
employee can obtain no increase while the second nevertheless obtains 
his pension contribution, the discrimination is even more marked. 

H. R. 1173 would give taxpayers the right to create their own 
pension plans by investing a specified portion of their net earned in- 
income in any one year, subject to a dollar maximum, in a special 
type nonassignable United States Government bond, bearing 2 percent 
interest payable at redemption if the bonds have been held at least 
5 years. Amounts so invested would be excluded from gross income 
in the year of purchase of the bonds. However, in the year of redemp- 
tion, the face amount of these bonds (together with accumulated 
interest thereon) would be fully taxable. In the event of death prior 
to redemption, redemption by the named beneficiary or the estate 
would be permitted over a period of 10 years, thereby avoiding the 
bunching of income in 1 year which would otherwise result. 

I submit that not only is this proposal highly equitable but that it 
would be most simple to administer. In the vear of purchase of a 
bond, the taxpaver would attach to his return the slip or slips evidenc- 
ing the purchase, which slips could be furnished him by the bank or 
other authorized institution through which he acquired the bonds. 
In the year of redemption, the bank or other institution through which 
the bonds are redeemed would forward an information slip to the 
appropriate section of the Bureau of Internal Revenue. No further 
administrative machinery would be necessary. 

H. R. 4371 and H. R. 4373, introduced by Congressmen Reed and 
Keogh, respectively, embody the same principles as does the Davis 
bill CH. R. 1173), and for that reason are likewise endorsed. However, 
insofar as those bills require the setting up of association-sponsored 
funds they leave uncovered the millions of taxpayers enjoving earned 
income who are neither covered by existing employer plans nor are 
members of an appropriate association group. And even if amended 
to permit individually created pension funds to be operated through a 
bank or other insitution, such procedure is hardly as well suited to the 
needs of the average small taxpayer as the simple mechanics set forth 
in the Davis bill for the purchase of United States Government bonds. 
It should also be borne in mind that if individual funding were to 
involve the privilege of investing in securities which fluctuate in 
value, there would be no certainty of collecting tax on the full amount 
which was deducted over the years. To the extent, however, that 
funding were effected through United States Government bond pur- 
chases the amount of income ultimately subjected to tax would 
necessarily exceed the aggregate amount for which deductions were 
allowed, namely, by the amount of interest accrued on the bonds 

Furthermore, we are all aware of the difficulties the Treasury has 
experienced since the end of World War II in inducing individuals to 
continue to hold, let alone to buy, United States Government bonds. 
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Ouly recently an increase in vield was resorted to as a possible panacea. 
To the extent that provisions such as those embedied in H. R. 1173 
induce bond purchases, the Treasury's selling efforts would be materi- 
ally assisted and that without costly campaigns, and with an interest 
charge of 2 percent rather than the present 3 percent per annum. 

To summarize, therefore, we submit that the Davis bill, er a reason- 
able facsimile, should be approved by this committee. It is simple 
of operation, easy to administer, would remove an inequity which is 
particularly acute under the present rate structure, and would be of 
invaluable assistance in maintaining the highest possible portion of 
the public debt in individual as distinguished from institutional 
ownership. 

The CuaikMan. Are there any questions? 

Mr. Exeruarrer. Mr. Silverson, is a good deal of vour law prac- 
tice in the field of taxation? 

Mr. Sitverson. I would say about 99 percent, sir. 

Mr. Eseruarrer. Then vou are quite familiar with the present 
tax structure? 

Mr. Sinverson. Reasonably famiiiar. 

Mr. Exernartrer. Do you find any other inequities in it? 

Mr. Sitverson. I would say no one can read the internal-revenue 
laws and not find inequities in them. 

Mr. Exeruarrer. In other words, there are many inequities there, 
in your opinion? 

Mr. Sitverson. Yes, sir. 

Mr. Exernartrer. Do you not think there are some of them that 
call for speedy action, just as you ere asking on this particular 
proposition? 

Mr. Sirverson. | would say this, sir, that in the last 25 vears 
there have been remedial bills introduced to correct inequities. I 
find it difficult to reeall a single such bill that dealt with earned 
income as distinguished from investment income. I think that the 
earned-income group has not only been placed in a junior position, 
but has been so far down on the rungs of the ladder that it is not 
even funny 

Mr. Eseruarrer. This inequity has existed so far as earned income 
is concerned over a number of vears; has it not? 

Mr. Sinverson. It has, but it has become particularly acute with 
the increase in rates over the last 10 vears. An inequity is not as 
meaningful when the rates are what they were prior to say 1940. But 
when rates move up to the position that they now occupy, then an 
inequity of this type becomes particularly acute. 

Mr. Eneruarrer, It is not particularly acute for those in the lower- 
income brackets? 

Mr. Sirverson. | would say it is, sir, when we bear in mind that 
the lowest bracket is 22.2 percent. 

Mr. Exeruarrer. It is not as acute for them as it is for those in 
the higher-income brackets? 

Mr. Sitverson. That is obviously so in view of the mathematies. 

Mr. Exeruarrer. Thank vou. 

Mr. Comers. Just a question, if ] may, Mr. Chairman. Mr. Silver- 
son, the suggestion has been made that there are many inequities in 
the existing tax law and some suggestion was made earlier that they 
could be attended to in the next Congress and the provisions made 
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retroactive. That would be true with respect to certain types of 
inequities where there are refunds or allowances. But is it not true 
that what the bill here proposes to do is to set up a retirement system, 
and that can only begin ma there is a law under which it can begin 
and therefore it could not be handled retroactively? 

Mr. Sirverson. That is correct. Insofar as this bill or the Reed- 
Keogh bills require affirmative action before the end of the vear, as thev 
necessarily do, they are not the types of bills that eould be made 
retroactive. 

Mr. Comps. That is what I had in mind. That is all; thank vou. 

Mr. Kean. The reason you are before us is because the present tax 
rates are so high that it is practically impossible for a man who does 
not work for a corporation to provide for decent living conditions; 
the type of living conditions that he is accustomed to during his active 
period, for himself and his wife and his children upon retirement; 
so that, because the tax rates are so high, vou have to suggest pallia- 
tives and loopholes, and so forth, to protect the class of people vou 
represent, 

Mr. Strverson. Except for the characterization of “loophole” I 
will accept your statement. 

Mr. Simpson. If a man is an executive of a corporation, regardless 
how large his salary may be, under existing law and practices he may 
have one of these plans by which he gets what might be called a tax 
advantage; is that correct? 

Mr. Sirverson. Under existing law he not only can but usually 
does. 

Mr. Simpson. That is all. 

The Caarrman. If there are no further questions, we thank vou 
for your appearance and the information vou have given the com- 
mittee. 

Mr. Sirverson. Thank vou for giving me the time. 

The Cuarrman. The next witness is Mr. Arthur C. Holden, of 
New York City. Mr. Helden, please give vour name and address 
and the capacity in which vou appear for the purpose of the record. 


STATEMENT OF ARTHUR C. HOLDEN, REPRESENTING THE 
AMERICAN INSTITUTE OF ARCHITECTS 


Mr. Hotpen. My name is Arthur C. Holden, of New York City. 
i am an architect with 32 vears in independent practice; for 10 vears 
under the firm name of Arthur C. Holden & Associates, and 22 vears 
under the firm name of Holden, McLaughlin & Associates. - | hold an 
academic degree, a professional architectural degree, and also a mas- 
ter’s degree in economics. lam a member of the board of directors 
of the American Institute of Architects and appear here representing 
that organization and also, [ understand, at the request of Congress- 
man Clifford Davis. The American Institute of Architects, in con- 
vention assembled, has endorsed H. R. 1173. 

1 am speaking officially for the American Institute of Architects, 
which is the only national organization for the profession in this 
country. 

We have 9,000 members in the American Institute of Architects and 
I speak for them. But I feel that our profession is one which reflects 
the position of many other professions and many other workers and that 
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I can speak for those professional groups who experience difficulties 
similar to our own, but not so acute, because of the types of fluctuation 
in income and expense which is characteristic of the building industry. 

The earnings of architects as a professional group may be said to 
follow the characteristics of the curves of earnings which are typical 
of other professional groups. This makes architects especially alert 
to the equitable principles embodied in the bill, known as H. R. 1173, 
introduced by Representative the Honorable Clifford Davis. 

I shall not repeat the points made by Mr. Harry Silverson before 
this committee. We recognize Mr. Silverson’s statement as an excel- 
lent expression of the principles embodied in the bill. 

Mr. Silverson referred to the official curves prepared by the United 
States Department of Commerce illustrating the average income of 
the various professions between the ages of 23 and 70. While the 
curve of average earnings for architects would, in any one year, follow 
the general curve of professional earnings, there are differences and 
fluctuations among architects which though more extreme are yet 
characteristic of all professional earnings. 

These differences have to do first with employed architects as dis- 
tinguished from those who are self-employed. 

Second, the method by which the architect’s compensation is paid 
to him gives the self-employed architect a curve of income which is 
subject to very wide oscillations which are frequently widely out of 
balance with the curve of cash outgo. 

Third, there are differences in the character of the practice of 
architects; including specialization; the size of architect’s staff; and 
the effect upon the practice of architects of the characteristic variations 
in the long cycles of building construction. 

Fourth, the architect, like other professional men, has to undergo 
sacrifices of money but particularly sacrifices of time, not only for his 
formal education at the initial period of his career, but lateF on 
throughout life, the architect must continue his studies if he is to keep 
himself abreast of modern techniques, modern practice, and continue 
to serve society. Furthermore, not only must he continue to train 
himself, the architect like the doctor and the scientist must con- 
stantly keep training those of the younger generation who are to 
assist and ultimately to succeed him. 

Although the employed architect does receive the benefit of social 
security, unemployment, and old-age retirement benefits under State 
and Federal laws, these benefits have been necessarily restricted to a 
top level of the first $3,600 of income. 

In the transition from an employee to self-employment the profes- 
sional architect faces a more difficult task than the majority of other 
professional people, because of the higher overhead costs of the average 
architect's office, in comparison to the office of the average doctor, 
lawyer, or even the majority of engineers. 

As to the general curve of income, the architect and the engineer, 
certainly under present conditions, begin at a proportionately higher 
rate of earnings after graduation from the professional school and are 
even able to commence earning income during their schooling period. 
Under H. R. 1173, the Earned Income Adjustment Act, these early 
years of return can secure small benefits toward capital formation to 
be used beneficially in developing professional competence and capac- 
ity to survive so essential for independent practice in later life. 
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While there are different types of architectural contracts all archi- 
tectural services are in general divided into three characteristic parts: 

1. The investigation of the problem and the report by the architect 
on the solution. These are the services most characteristic of the 
architect. They involve the greatest responsibility and the greatest 
application of the architect’s accumulated intelligence, but not 
necessarily the greatest part of the architect’s financial outlay. 

2. The development of the detailed solution includes the making of 
the working drawings and specifications and, though dependent upon 
the character of the work, almost universally calls for the greatest 
financial outlay on the part of the architect. 

3. The supervision of actual construction which includes the inter- 
pretation of the drawings and the certification that the contract made 
on the basis of the drawings has been faithfully executed. 

Roughly speaking, payments to the architect are made on account 
of these three classifications of services. On smaller work there are 
usually three lump-sum payments. For larger work, compensation 
is more frequently broken down into a longer series of payments. In 
the average medium-sized office there is no regularity of flow of work, 
Larger-size and small-size commissions are often bunched and there 
are frequently long intervals between the preliminary stages when 
the scheme of solution is worked out and the secondary stages when the 
detailed drawings are executed. There are definite rush periods to 
prepare for favorable building conditions. Thus the average profes- 
sional architect is subjected to alternate periods when he may have a 
large cash balance on hand and periods when he is subjected to a 
heavy cash outgo and may have almost no cash balance. Unless he 
can manage to keep his receipts separated in point of time, the archi- 
tect is, with the possible exception of a certain class of research 
writers, more susceptible than other professional men to have his 
cash working resources taxed away from him. 

The Earned Income Tax Adjustment Act offers a Magna Carta of 
economic independence to the independent practitioner. 1 believe it 
is not going too far to say that the passage of this bill may definitely 
increase the proportion of independent practitioners. Certainly it will 
a the independent architect to level off the peaks and valleys of 
»0th seasonal and cyclical fluctuation to which the construction 
industry is peculiarly sensitive. 

In closing, I wish to stress the need for constant study on the part of 
all professional men to maintain their professional status. Study is 
time-consuming rather than money-consuming; but time has to be 
taken for study and research which might otherwise be spent in the 
effort at money getting. 

To maintain the greatness of this Nation, it is essential that the 
professional classes spend time in research and professional improve- 
ment. The need for medical and what is known as scientific research 
is widely recognized. We have as yet done very little to equalize the 
difficulties that scientific and professional men are up against. The 
architects are no exception in their need for research ; but the public is 
utterly unaware of the benefits that might result from the more 
widespread improvement of professional competence among architects. 
The design of a modern hospital is a case in point. There is no more 
highly specialized type of building unless it be the research laboratory. 
Our school problem calls for very special study today. We are only 
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beginning to appreciate the advances in better housing which are 
largely the result of the devoted professional application of interested 
architects backed up by sympathetic friends in other fields. 

Although we are making great strides at improving the competence 
of our designing profession, we are only commencing to realize the 
potentialities for public benefit. The problem of the redesigning of 
the modern cities and our countryside, to adapt them to the physical, 
economic, and social changes which have been brought about by the 
transportation or automotive revolution, call for research talent, 
imagination, and ingenuity. The architects and the engineers are 
potentially qualified to render the tvpe of service needed. 

We never can rest on present advances. Our professional classes 
must be allowed to retain enough of their earned resources to con- 
stantly give their time to working out improvements. Economic 
independence for the professional classes is essential to progress. 

I have just mentioned some of the advances that have been made 
in modern large-scale housing. Go to New York and look at the 
great towering barracklike housing projects. They are a great ad- 
vance over New York’s congested tenements. If we are satisfied 
merely to repeat these new types of buildings, we can reduce the com- 
pensation to the designers, or we can tax the income away from the 
designers and reduce them to subservience. Is it not a better alterna- 
tive to permit the professional man to invest a reasonable proportion 
of his income in the proposed special class of bonds? These will give 
him the reserve of usable capital that will permit him to plan for still 
better solutions of our housing problem, and arm him with the eco- 
nomic competence to make long-range decisions in the interest of the 
public, rather than to be compelled to submit to the dictates of his 
own immediate hand-to-mouth needs. 

The passage of the Earned Income Tax Adjustment Act will be a 
helpful step in increasing the self-sufficiency of the professional class 
and in rendering them more capable of self-improvement. This act 
should have a particularly salutary effect upon the architectural 
profession 

Mr. Keocu. Mr. Holden, on our list of witnesses, No. 12 is a 
gentleman representing the New York Society of Architects. His 
name is Fenichel. Are vou representing hum in your statement here 
today? 

Mr. Houpex. The New York Society of Architects is affiliated with 
the American Institute of Architects as an organization. The mem- 
bers of the New York Society of Architects are affiliates, not corporate 
members. 

Mr. KeoGu. What I had in mind was to find out whether you are 
talking for them. Ido not know whether Mr. Fenichel is present. 

Mr. Houpen. | do not know whether he is here or not. | have not 
seen him. But he did not delegate to me any right to speak for him. 
We have minority groups within our profession who might speak to 
various subdivisions of the case. 

We have studied the Keogh bill. | am familiar with it and I am 
very much interested in it. It has been discussed in the board of 
directors of the national organization. The Keogh bill is very desirable 
in that it does set up a pension plan for the professional group. 
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Mr. Keogu. If you will excuse me, I did not mean to have you go 
into that at this time. | was merely trying to find out whether vou 
were speaking for Mr. Fenichel of the New York Society of Architects. 

Mr. Hotpen. I would like to stress, if I may, the reason why we 
speak first of the Davis bill. That is, that under the Davis bill, there 
may be relief in building up this background of economic competence 
that is needed by the professional group. In other words, the bonds 
may be cashed with a mere loss of interest at any time of need. In 
other words, if we have economic fluctuations such as we have in the 
building industry, it is very necessary for the professional group to 
have such economic competence behind them and to be able to realize 
upon it. 

The CuHarrMan. One question. Why not suggest the amendment of 
the present Social Security Act so as to give the same coverage and 
the same retirement benefits to the groups for whom vou speak 
that is now given to the groups covered under the present law? 

Mr. Hoipen. Thank you very much for asking that question. 
I have represented our board of directors in meetings where that very 
point has been considered. I have met with the committee on taxation 
on that very subject. In fact, 1 asked to have certain men who had 
made themselves students of that subject put on our committee on 
taxation. 

Originally there was distinct sentiment among certain of the pro- 
fessions against the inclusion of self- employed" practitioners under 
the Social Security Act. Recently there has been a change in feeling 
and there is a considerable demand in our profession, particularly 
among some of the older men who experienced difficulties in the last 
depression, that protection of that type, which is very desirable, be 
given. Protection of that type, however, is limited to incomes that 
are of the order of $3,600 and represent a pension to prevent hardship, 
rather than a method of capital formation which is very important 
for the professional classes and which we are very desirous to promote. 

We believe that that which is possible under the Davis Act is 
something for which we should work. We have attended meetings 
on the Keogh bill and we are interested in that also. But, sir, we 
recognize that what is important to the professional classes is the 
building up of economic competence in the independent active 
practitioner. 

The CuarrMan. I have been informed that there are bills before 
our committee now providing amendments to the Social Security 
Act that would give coverage to lawvers, for instance. So far as the 
chairman knows there has been no request for consideration of those 
bills. But I think you must realize the difficulty that this committee 
would encounter in attempting to recommend legislation that selects 
certain groups to which to give certain tax privileges and benefits, 
or relief, not accorded to other groups. 

Mr. Houpen. There is a very particular reason for that, if I may 
reply to that. Many of our States prohibit the incorporation of 
professional men. In the State of New York there is a spec ifie pro- 
hibition against the incorporation of architectural firms. The reason 
for that is that personal responsibility is required of professional 
practitioners and they are not allowed to dodge that personal responsi- 
bility under the corporate entity. 
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I would point out to you that there were great inequities in the joint 
property States and that the Federal income tax was amended to 
equalize the difficulty, where there were State constitutions which 

ave certain benefits to certain groups, where joint property was the 
aw of the State or the constitutional basis. In this class we have 
legal provisions in the States prohibiting the incorporation of profes- 
sional men, which prevents them from enjoying the proper benefits of | 
such tax provisions. 

The CuHarraan. Is not that the fault of the State system rather 
than that of the Federal Government? Is not your remedy there 
with the State legislatures? 

Mr. Houpen. I do not pose as a constitutional lawver. It seemed 
to us in New York a hardship when the law was first passed, because 
there had been a few firms incorporated and, of course, under the ex 
post facto clause of the constitution, they could not be denied their 
right to continue as incorporated bodies. But we realize that the 
individual responsibility of the professional man is a very important 
thing and that we have difficulties because of the failings of humanity 
to get all of our professional men to adhere to the standards which we 
wish to maintain. If it were possible for professional men to hide 
behind incorporation, we think it would be wrong and I think we have 
come around to support of the State acts which prohibit incorporation 
of professional architects. 

The Cuarrman. If you undertake to enact laws to suit a particular 
group—and each group feels that they are suffering a special hardship 
under the tax laws and want to take every reasonable way they can to 
obtain relief from that burden—but if you undertake to legislate to 
suit each individual or separate group, do you not think you would 
have great difficulty doing that? You would create dissatisfaction in a 
great many other groups, who would then Want to come in for similar 
treatment. It is my belief that vou would encounter considerable 
trouble if vou tried to do that. 

Mr. Hotpren. May I recall an incident in my own experience? | 
would never have been able to set up as an independent practicing 
architect at the time I did, if I had not had a small economic compe- 
tence, and a very small fixed income, which completely vanished in 
the depression, after I was established. 

However, when I had that, I frequently paid less tax than my 
young girl secretary, because she paid a tax on her whole income, and 
I paid a tax on my income, from which my invested income was 
exempt, because at that time the dividends of corporations being 
taxed as corporations were exempt from the personal income tax. 
There was action taken to rectify the injustice to a particular group 
and that was to put an individual tax on the total net individual 
income, and not to exempt a class of corporate securities from the 
individual income tax. 

The CuarrmMan. Have you investigated the matter, and are you 
able to inform the committee, as to what the loss of revenue would be 
if this bill or similar legislation were enacted? The matter of revenue 
is now a very vital one in this committee. Have you looked into that 
so that you are able to give us some reliable information upon it? 
Have you discussed with representatives of the Bureau of Internal 
Revenue and their tax experts the question of what would be the loss 
in revenue? They should know pretty well. 
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Mr. Ho.pen. I have not seen definite figures in dollars in regard 
to the probable revenue loss, but I believe the public purpose served 
would more than compensate for it. We might calculate the loss to 
the internal revenue from the 15-percent deduction that is allowed 
for contributions to charitable and educational institutions. 

The CHatrMANn. You would not put contributions to charitable and 
educational and religious institutions in the same category, would you? 

Mr. Houpen. It is a 15-percent deduction; I certainly would, sir, 
because the point that I tried to make is that professional men must 
constantly be educating themselves. They must have a competence. 
They must be able to save from their earnings sufficient to make those 
continual studies that are necessary to keep them in a state of pro- 
fessional competence and continually to improve their professional 
status. 

The Cuarrman. Do not professional men get pretty good pay for 
their services while they are engaged in their profession, so that they 
can set aside money through some other means instead of asking for 
special class legislation? | am under the impression that professional 
men, lawyers and doctors and so forth, take into consideration the 
fact that they have gone to considerable expense to qualify for prac- 
tice in their profession, and take into consideration the fact that they 
will not be able to follow their profession as late in life as some others. 
Do they not take that into consideration? I have heard that they do. 

Mr. Houpen. So far as lawyers are concerned, | am not a lawver, 
but I have a great many friends who are lawyers; and I happen to 
have done a good deal of research in economics, in taxation, and in 
finance. I have written a book on finance. Many of my lawyer 
friends have said to me, “‘] wish that we had the opportunity that you 
seem to have had to do research,’ in your profession. They have 
said, “if we could get off and think about what laws ought to be, we 
would welcome the opportunity. But we spend all our time in imme- 
diate problems and, as a group, we do not have enough time to think 
about the general improvement of our legal structure.” 

The Crareman. I think you are getting a little away from my 
question. I have not received any direct response to my question. 

Mr. Houpen. | think the lawyers would welcome the oppor- 
tunity —— 

The CuarrMan. It would be most helpful to me if you could give 
me some idea, or have someone who is informed on the subject give me 
some idea of what the probable current loss of revenue would be in 
the event such a bill were enacted? 

Mr. Houpen. | think it could not be anything but an estimate. 
My organization, the American Institute of Architects, would be very 
giad to make an attempt to compute, and we will advise with the 

evenue Bureau and check on the figures—but we would be very 
glad to attempt to compute what would be the loss of revenue from 
the architects alone. Undoubtedly we could cooperate with other 
professional groups and bring in some figure. 

In discussing this in committee, we have had this pointed out to us, 
that in the lower income groups in the professions it is questionable 
as to how much would be put aside. It would be a very small amount 
in savings that would be put into this type of bonds. And in the 
larger groups, where the maximum allowed was put into this type of 
bonds, it would not necessarily reduce the revenue, because the upper 
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income groups in the professions have already hit upon devices for 1 

spending money to prevent their taxes from being too high; so that ; 

instead of putting their money in what in nonprofessional callings 1 

would be called advertising, they do public service and spend their 

money on it. If they saved the money, they would be able to use ‘ 

the money, then, in a time of stringency. 
The CHarrman. Are there any other questions? If not, we thank 

vou for your appearance and the information vou have given the | 

committee. t 
Mr. Hotpen. Thank vou, sir, for letting me appear before vou. ( 
The Cuarrman. Mr. Roberts, will vou please give vour name and 

address and the capacity in which vou will appear? : 
Mr. Krocu. Mr. Chairman? ‘ 
The Cuarrman. Mr. Keogh. 
Mr. Keocu. | just wanted to remind the committee and the mem- | 


bers who might have come in after the hearing started that the first 
two witnesses we have heard were primarily directiag their remarks 


to the bill introduced by Representative Davis of Tennessee; and ( 
Mr. Roberts, as chairman of the American Bar Association Committee, ’ 
will begin the list of witnesses whose remarks will be directed to the 1 


bills introduced by Mr. Reed and me. 


The Cuairnman. Please give vour name and address and the capacity ( 
in which vou appear for the benefit of the record. , 
STATEMENT OF GEORGE ROBERTS, CHAIRMAN, SPECIAL COM- I 

MITTEE OF THE AMERICAN BAR ASSOCIATION; MEMBER OF 

THE LAW FIRM OF WINTHROP, STIMSON, PUTNAM & ROBERTS ' 

Mr. Rowerts. Yes, sir. My name is George Roberts. IT am a 
member of the law firm of Winthrop, Stimson. Putnam & Roberts, 

40 Wail Street, New York City. That was Secretary Stimson’s firm. 

The CHairman. About how much time will vou need, Mr. Roberts, ' 
for vour statement? . 

Mr. Roserrs. I will try to get through in 10 minutes. , 


The Cuatrman. Thank vou. You may proceed. 
Mr. Roserts. For the last 2 vears | have been chairman of a special 
committee of the American Bar Association on retirement benefits. 


The American Bar Association, through its board of governors and 
through its house of delegates, has endorsed in principle the Reed- 
Keogh bills. You gentlemen understand that these are identical bills. 
The purpose of these bills is to aid voluntary savings by individuals | 
for retirement or old age. Congress for some vears has encouraged 
the establishment of corporate pension plans for the benefit of em- . 
plovees and officers of corporations by allowing preferential tax treat- ; 


ment to the corporations and the individuals who are benefited under 
said plans. 

Now, gentlemen, we are not asking you for some new kind of benefit ; 
for some new class or for some special people, such as lawyers or 
professional men or self-employed people. You have already done 
that as you have given preferential tax treatment to officers and 
employees of corporations. You have encouraged the establishment 


° ° ° \ 
by corporations of these pension plans. I think vou have done very 
wisely in so doing. I think it is a good thing for the country, through 
the work of the trade-unions and managements of these corporations 
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that a general system of corporate pension plans has been adopted. 
It has done a great deal to give those men the feeling of security for 
their old age and retirement that they need. 

Now, gentlemen, you know that those corporate-pension plans are 
on top of and do not interfere with social security, which is a general 
minimum base. These corporate pension plans are on top of that. 

What we are trving to do is to ask you not to forget the rest of the 
people any more, but to give to us some sort of comparable treatment, 
treatment comparable to that which you have already given to your 
corporate officers and employees. 

The general purpose of these bills is to help people to help them- 
selves. The general idea is not tax forgiveness but a postponement 
of tax. 

We ask that the mony which an individual puts aside for his savings, 
limited in amount, be freed from income tax in the vear put aside. 
The present bill suggests a limit of 10 percent of earned income or 
$7,500, whichever is the lesser. He puts that aside for savings for his 
old age. Under the bill he cannot touch it until he gets to be 60 
vears old. Then when he gets it back again, plus the accumulations, 
then he pays the tax. 

You have asked how much this would cost in immediate revenue. 
Of course, nobody knows the answer to that question. I have tried 
to get it, and the members of the various professional organizations 
have tried to get the figures from the Treasury. So far they have 
not been supplied to us. 

I] know that it is a fraction of what the deductions are which are 
now allowed because of corporate pension plans, 

Mr. Comps. Mr. Roberts, would you pardon a question at that 
point? 

Mr. Rosperts. Yes, sir. 

Mr. Comps. Is it not very difficult and an impossibility to know how 
many people coming within the coverage of this bill would take 
advantage of it? 

Mr. Nhoserts. Of course you do not know because the individuals 
have a lot of other wavs to spend their money, and vou cannot tell. 
You have to test it by trial and error. 

i do not think the fact that you cannot tell now is any reason why 
this inequity and this discrimination should not be removed. 

Lawyers, because the drafting of instruments is part of their nor- 
mal business, have taken the lead in the drafting of these Reed- 
Keogh bills. 

The Cuarrman. Could this discrimination be removed by an 
amendment to the present Social Security Act, according the same 
retirement privilege and the same coverage to your group as to those 
who are now covered? 

Mr. Rosperrs. Sir, | am not comparing us with the social security 
group. [I am comparing these independent people with the benefi- 
ciaries of corporate pension funds. 

The CHarrmMan. That is what [I am asking vou to do. 

Mr. Roserrs. All right, sir. 

The Caairman. 1 know you are not. [ am asking vou why they 
would be discriminated against if they wanted the same coverage 
und the same retirement benefits which are accorded to those vou 
have already mentioned. That is what cecurs to me. 
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Mr. Roperts. Well, Mr. Chairman, one of the reasons why pro- 
fessional men and self-emploved—and that is who I am talking for— 
have not been so interested in social security is because social security 
will not benefit them if they make, I think it is, $50 a month. Now, 
it may be strange, but lawyers and doctors and architects and most 
self-employed people do not want to retire and stop earning money. 
We like to die with our boots on. 

All of the benefits of social security would not be realized if we did 
earn more than $50 a month. We expect to do it. 

Mr. Chairman, I do want to point out that the big discrimination 
which I am talking about is with the corporate pension plans, which 
are on top of social security. Social security is a base, and these 
corporate pension plans, which are what most employees of the 
corporations rely on, rather than social security, are in addition to 
that. That is the discrimination. That is my point. I hope I have 
made that plain. 

Mr. Byrnes. Mr. Roberts, would you yield there? 

Mr. Roserts. Yes, sir. 

Mr. Byrnes. Is it not true that even if the lawyers and other 
professional groups were protected under social security you would 
still have this same problem of trying to put these people on the same 
level so far as the other retirement plans are concerned? 

Mr. Roserrs. Yes; that is what I have been trying to say. 

Mr. Byrnes. I think the chairman is somewhat donteend, probably, 
that this did have a relationship to social security, which I do not 
think it has. 

Mr. Roperrs. No. It has no relationship to social security. 

Mr. Esernarter. Of course, there are many other self-employed 
people outside of those in the professional group. There are small- 
business men. You do not have any plan to take care of those. 

Mr. Roserts. Oh, ves, I do. 

Mr. Esernarter. Many small-business men do not care to retire 
at 65. 

Mr. Roserrs. Sir, | happen to be talking about the professions 
because | happen to be a professional man, but the bill does cover the 
small druggist, the small farmer, the small self-employed man. It is 
the self-employed. ‘That is the big class which we ask to have covered. 
It is not just the professional men. 

Mr. Esernarrer. Then, do you not think we ought to, as the 
chairman suggests, amend the Social Security Act instead of setting 
up a special tax exemption for this group? 

Mr. Rozerrs. Well, sir, I cannot seem to make it plain that even 
if you did that it would only answer a very small part of the problem. 
I am trying to compare us-—— 

Mr. Esernarrer. If we could change that work clause insofar 
as the self-employed are concerned, and the professional men, if they 
want to spend more money for retirement and keep on working after 
they are 65, we could amend the social-security law. 

Mr. Rozerts. Yes, but you will not have answered the big dis- 
crimination which we feel exists, when we compare ourselves with 
the 16,000, I think, corporate pension plans which the Treasury 
Department has approved. 

Now, we want to be, as nearly as we can, on an equality with them. 








MISCELLANEOUS INCOME TAX BILLS 27 


Now, I became interested in this matter personally because scarcely 
a month goes by but what some young lawyer comes in to me and 
asks my advice, because he is hunting around or has been offered a 
position in some corporation. Usually it is not as a lawyer in the 
corporation, but it is a minor executive position. Sometimes it is as 
a house lawyer for a corporation. 

But what is the inducement for him to give up private practice 
and go into the corporation? Each time he says: 

The inducement is because I have a wife and children and I cannot save 
enough money now to give me any security. If I become an assistant secretary 
or an officer or employee of a corporation then I will come under their pension 
plan and I will feel secure. 

What am I going to tell those fellows? I cannot tell them any- 
thing. I say: 

From that standpoint, while I am sorry to have you give up the independent 
practice of law maybe if you are worried the only way you can get rid of that 
worry is to join a corporation. 

Now, I ask you gentlemen: Is it for the best public policy for this 
country to discourage the professions, to discourage the self-employed 
and to say by your tax laws to these people: 

We give advantages to you if you will go and join a corporation, and the 
bigger the better. 

That is the situation today. I say, gentlemen, that is not for the 
best interest of this country. 

Mr. Stimpson. Mr. Roberts, that situation is brought to pass by 
the high taxes, is it not? 

Mr. Roserts. Yes. 

Mr. Stmpson. Is there any other reason? 

Mr. Roseris. That is the chief reason. 

Mr. Simpson. Why do we not devote our efforts to getting taxes 
down? 

Mr. Roserrs. Well, sir, if it is a feasible thing——— 

Mr. Stmpson. If the American Bar Association would devote itself 
with as much specific attention to that problem of taxes as to this 
problem I suggest that we would get to the real nub of this controversy. 

Mr. Roperrs. Of course. 

Mr. Simpson. We will build up a system of pensioners here and 
we will lose what independence we have, which you are fighting for 
now. 

Mr. Ropsrts. I agree. 

Mr. Simpson. I respectfully suggest that we would be better off 
to have this independence without regard to the pensions. 

Mr. Roserts. Maybe you would and maybe we have sized up the 
practical problem all wrong, but we do see what is being bought on 
these pension plans under section 165. We see the great force of 
the unions back of them. We see the managements coming in and 
cooperating. It seems to be an accepted part of our modern life. 
Now, we recognize that fact and say: “Give us something compa- 
rable.” 

Of course, I am not speaking for old people like myself in this. 
This bill would not do me any good. I was lucky enough in my early 
days to live in a time when taxes were not so high, and I could put 
money aside. 
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Put do | have to bring evidence here today to persuade you that it 
is difficult, if not impossible, for these professional men and _ self- 
employed to put something aside for their old age now? You must 
know it from your own experience and observation in your communi- 
ties. 

Now, I am speaking for that independent, sturdy, self-supporting 
fellow. He does not ask for any help from anybody. All he ts asking 
is that the Government not take away so much from his earned income 
that he cannot save, Surely. If vou will reduce the taxes very sub- 
stantially, we have solved the problem in another and a better way. 

Mr. Simpson. But if they do not take it from him they will have 
to take it from someone else 

Mr. Roreers. No. There is a certain limit on the ability to tax. 
| personally think you have pretty nearly reached it. Certainly we 
ure @atitled to fair and equal treatment, and not to be discriminated 
acarst the way we now are. 

Mir. Mason. Mer. Roberts, we have some testimony which savs that 
there are S million emplovees covered in these corporation cover- 
aves, aid that this involves the deductions of premiums of $1'4 billion. 
Now, aecordine to the chamber of commerce, we have over 60 million 
emploved iy the country. If vou will spread that 8 million with the 
S's billion premiums to the 60 million, by each group organizing on 
its own, vot speaking at all about the professional people, vou will see 
what an immense loss it would be to the Treasury. 

\ir. Rorerts. Well, sir, | am not familiar with that figure. What 
rure dict vou sav? 

\ir. MLason. There was testimony given to us this morning by one 
of the gentlemen who testified that there were 8 million employees of 
corporations covered today, and that it involved premiums amounting 
to SL’, bilhen a year 

Mir. Ronerrs. I do not believe that the deductions of taxable 
income each vear because of section 165 are anything like that figure; 
but Ido not know, frankly. As I say, I have tried to get help through 
our various committees. I know the American Medical Society has. 
We have worked very closely with the American Medical Society. 
Dr. Dickinson, who will testify later here, may have some of those 
figures 

I must say, sir, I do not have them, and the Treasury has not 
helped me out, to get them, as vet. 

Mr. Comes. Mr. Chairman, may I ask Mr. Roberts a question or 
two? 

The Cuarrman. Mr. Combs. 

Mr. Comps. It seems to me, Mr. Roberts, that you would be 
familiar with the social security angle, as well as the private pension 
plans to which you referred. Is it not true that there is really no 
relationship between the two systems at all? In other words, before 
we ever had a social security system many corporations had provided 
retirement benefits through mutual contracts between themselves 
and the unions, and so on, where both the employer and the employee 
contributed. 

Mr. Roserrs. Yes, sir. 

\fr. Comps. Those kinds of plans still exist. They do not supersede 
social security. 

Mr. Roserrs. No, sir. 
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Mr. Comps. They are in addition; is that not true? 

Mr. Roserts. That is correct. 

Mr. Comss. Now, then, in those plans those people who are privi- 
leged to take advantage of them in these collective ways of working 
for the corporations, and the large employers, are able to make their 
investments and provide these retirement benefits as an investment, 
and their investment is not taxed. 

Mr. Roserts. That is correct. 

Mr. Comes. That is correct, is it not? 

Mr. Roserts. Yes, sir. ; 

Mr. Comps. All you are contending for is that people who are not 
fortunate enough, if you want to put it that way, to be employed 
where they are covered by such a system may at their own election 
and under the limitations provided in the bill purchase a form of 
savings of their own. 

Mr. Roserts. That is correct. 

Mr. Comps. I do not believe it should be called here a pension. 
It is nothing of the kind. It is something paid for out of what the 
man earns. 

Mr. Roserts. That is absolutely sound. 

Mr. Comps. In addition to that, while high taxes may act as a spur 
to cause the man to strive a little harder, if you took the taxes away 
vou would still have the problem of the average man having to provide 
for his old age. 

Mr. Roserts. Yes, you would. 

Mr. Combs. So you cannot do it just by tax reduction. 

Mr. Roserrts. Well, it would help a lot. 

I think the immediate solution of the problem is the one we suggest 
here. You see, these officers and employees of corporations get what 
are true pensions, and who really has put up the money for them? It 
is the million stockholders who have put up the money for those 
pensions. 

Now, the self-employed, whether a professional man or not, has no 
millions of stockholders to look to to help him. He has to do it out 
of his own earnings. 

I repeat that what a man gets back on this system is simply what he 
put into this pot, plus accumulations. As I say, we are not asking to 
have any tax forgiving. We are just postponing it. 

Another thing is this: We are all talking about doing something 
anti-inflationarv. Everybody talks against inflation, and very few 
people do anything about it. Here is something that you gentlemen 
can do which is really and truly anti-inflationary. 

The Cuarrman. Mr. Kean? 

Mr. Kean. Mr. Roberts, you have made the statement several 
times that this was a postponement of taxes. It is a reduction in the 
tax, is it not? 

Mr. Roserts. It may be. 

Mr. Kean. Because when the people are fully earning money they 
are going to be in the high brackets. They may be up in the 75 or 80 
percent bracket. 

Mr. Rogperrts. That is true. 

Mr. Kean. When they are fully retired they may be down in the 
30-percent bracket. 

Mr. Roserrs. That is right. 
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Mr. Kean. It is definitely a tax reduction. 

Mr. Roserrs. It may be. 

Mr. Kean. I think you are inadvertently making a mistake when 
you keep talking about it being a postponement of taxes. 

Mr. Roserts. Well, I have departed from my printed statement 
here, which I have worded perhaps more accurately than I worded it 
here in this informal talk. 

I said that what we postpone is taxability. Of course, there may 
be a difference in rates. Of course, there may not be. It is perfectly 
possible that a man will put money tn here and because, perhaps, of 
fortunate investments or something he might be in the same bracket. 
But the chances are that it is ultimately a reduction in tax. I agree. 

Mr. Kean. I was impressed by the chairman’s statement + be 
social security. I think the social security has a very heavy rela- 
tionship to this question. I do not think that your group really 
comes in here with clean hands. 

Mr. Rosperrs. Why not, sir? ; 

Mr. Kean. So far as the social security is concerned, you have 
opposed coming in under social security. You have brought this 
proposition up as something to protect a man’s retirement and to 
protect his widow and to protect his children if he should die. Social 
security protects the man if he retires. It gives him a very heavy 
protection to his minor children and it gives some protection to his 
wife. It seems to me that the first step is the admittance of the 
lawyers under social security, and the lawyers should favor getting 
under social security. 

Mr. Rorerts. Well 

Mr. Kean. After that is done, if they want more, we ought to 
consider that later. 

Mr. Rorerrs. Please do not put it off until later, because what 
we want is this: We are comparing ourselves with the officers and 
employees of corporations. 

Mr. Kean. And they get social security. 

Mr. Rowerts. Surely. They get social security. Put do you 
think social security is the real basis of the pension plans of United 
States Motors and United States Steel and these other companies? 
Of course it is not. 

Mr. Kean. Pat that social security comes first. 

Mr. Ronerrs. It comes first. 

Mr. Kean. The social security for these top employees, of course, 
with the income comparatively small, does not mean too much. 
But it is a tax-exempt income, as you remember. 

Mr. Rorerts. Certainly it is. 

Mr. Kean. The amount of income from social security is approxi- 
mately the same as $50,000 worth of savings at 2 percent. In fact, 
social security is worth more. 

Mr. Roserrs. Well, I know that there are quite a number of 
lawyers who like to be in under social security. Certainly the older 
lawyers, who have their past benefits paid by the taxpayers in social 
security, and whose earning capacity has been destroyed for some 
reason or other, want to come in. Of course, they all want to come in. 

Mr. Curtis. Mr. Chairman, may I ask a question at this point? 

The Cuatrman. Mr. Curtis. 

Mr. Curtis. Suppose your proposal had been in effect 15 years ago. 
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Mr. Roserts. Yes, sir. 

Mr. Curtis. And a man put his money in then and was drawing 
it out now. 

Mr. Roperts. Yes, sir. 

Mr. Curtis. Would it constitute a tax reduction or a tax increase? 

Mr. Rosperts. In that case it might well have constituted a tax 
increase. 

Mr. Curtis. Now, I am sorry I was detained and could not be 
here at the opening of the statement. Does your proposal boil down 
to this: You are asking to extend to the individual what the corporate 
enterprise is doing now both for its employees and its officers? 

Mr. Rorerts. That is exactly correct. Exactly correct. 

Mr. Simpson. Just to those with earned income. 

Mr. Roswerrts. Yes. 

Mr. Simpson. Not all individuals. 

Mr. Rozerts. Just those with earned income. 

The CuarrmMan. Mr. Eberharter. 

Mr. Esernartrer. Mr. Roberts, this trust fund you propose setting 
up 

Mr. Roperts. Yes, sir. 

Mr. Esernarrer. Operates somewhat the same as an insurance 
company which sells an annuity policy to an individual, whether he 
be a professional man or not. 

Mr. Roserts. It is sort of comparable. What we would take 
would be a little different. For instance, the New York County 
Lawyers’ Association would have a saving plan. The trustee would 
probably be a bank, and they would invest the money as a common 
trust fund. I hope they would invest some of it in equities. I hope 
they would make more money than the insurance company. 

But let me say that the Reed-Keogh bills as drawn did not give a 
deduction for the purchase by an individual of an annuity from an 
insurance company. The insurance people have suggested that we 
amend the bill to permit such a deduction, and so far as the draftsmen 
are concerned and the American Bar Association is concerned that 
is entirely agreeable. 

Mr. Esernarrer. In other words, Mr. Roberts, if we extend this 
special provision to the group which you suggest and give them this 
tax reduction, in effect, will we not be compelled morally to give the 
same tax deduction to anybody who purchases from an insurance 
company or from any trust company an annuity? 

Mr. Roserts. No; I do not think so. I mean, it is perfectly reason- 
able for you to limit the ways in which a man may save. You might 
limit them in such a way that the policing of the law by the Treasury 
Department would be easy and simple. 

Mr. Mason. Mr. Roberts? 

Mr. Roserts. Yes, sir. 

Mr. Mason. If we did pass these bills—— 

Mr. Roserts. Yes, sir. 

Mr. Mason. And made it possible for these trusts to be set up—— 

Mr. Roserrts. Yes, sir. 

Mr. Mason. And make their contributions tax-free today, at least, 
then would we not be setting up absolute competition for the insurance 
companies, who are in this business already, and who are selling 
annuities to their patrons? 
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Mr. Roperts. I have just said that an amendment has been sug- 
gested to give the deduction for the purchase of annuities, and that 
such an amendment meets with the approval of the various groups 
with which I have been in contact on this law. 

Mr. Mason. Do you not realize, Mr. Roberts, when you say that, 
that you are involving billions of dollars which are being invested in 
insurance companies for these annuities, and that it would mean a 
tremendous loss in that one amendment to these bills? 

Mr. Roserts. Well, now, sir, 1 do not know the figures, but I can- 
not help feeling that your informant on the billions which are being 
invested in annuities now, certainly by the ordinary man, are a little 
off. I do not know. 

Mr. Mason. It was Mr. Harry Silverson, of the United Bond- 
holders of America, the first witness this morning. I am just taking 
his word for it, because I have made no study of it. 

Mr. Roserrs. Well, I have tried to find out and so far I have not 
suceeded. 

Now, Mr. Stam, may I speak about the suggestion you made to 
me at one time when we were talking about this? 

We were talking with Mr. Stam about this, because this is not just 
any measure we think up out of our heads and come down and 
present. We have been working for years on it. Among other 
things, naturally we come down and try to talk with the people in 
Washington, and among others we talked with Mr. Stam. Mr. Stam 
asked these same questions: How much is it going to take? and so 
forth. 

He said to me: 

What would you think— 

He did not say he favored it. He just asked me the question: 

What would vou think of putting this bill into effect gradually? One quarter 
of the benefits the first vear, and 50 percent the second year, and 75 percent the 
third year, and not in full until the fourth vear? 

To see how the thing actually worked out, to see by trial and error 
what were the practical results. I said to him: 

Mr. Stam, so far as I personally am concerned if the committee wanted to do 
do that it would be all right with me, but I do not wish to amend the bill in that 
respect. I think that is something for the committee to do. 

The Cuairrman. Let me ask you this question: Mr. Stam is our 
attorney. 

Mr. Roserts. I know, sir. 

The CHartrmMan. On the Joint Committee on Internal Revenue 
Taxation. We rely on him very heavily. Does he approve this plan, 
or was he just asking you whether certain changes would appeal to 
you? 

Mr. Roserts. I think you ought to ask Mr. Stam. I would not 
want to say that Mr. Stam has approved this plan. 

The Cuarrman. You have been quoting him. 

Mr. Roserrs. I have quoted his questions to me. 

The Cuarrman. Yes. 

Mr. Roserrs. But I have not quoted any opinion. 

The CuarrMan. You are the man who referred to him. We did not. 

Mr. Roserts. Yes, sir. I quoted his question to me. 
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The CuartrMan. To support your testimony. Now let me ask you 
this question, just for information: Do you claim this is not tax relief, 
but just a postponement of tax? 

Mr. Roserts. Of taxability. 

The CuarrmMan. There are certain deductions in the income, free 
from taxes, and the tax will be paid on that later. Is that your 
position? 

Mr. Roperts. Yes, sir. 

The Cuarrman. Now, from the time that deduction is made who 
will get the benefit of that money? It will be that much less paid in 
taxes. You say it is a postponement until it is paid. Then would 
this amount which is exempt be free from taxes? Would it be free 
from interest from the time the exemption or the postponement is 
granted until the time the tax is finally paid? Would it just be the 
same amount of a tax exemption? 

Mr. Roserrs. No; the individual would get back what he put in 
plus accumulations. The accumulations would be treated just as are 
the accumulations of the investments under the pension plan under 
section 165. 

In other words, right now the United States Steel Corp. in its 
pension plan takes money and puts it in this fund. I do not know 
whether they have an insurance fund or work the investment them- 
selves, but the income of those investments is not taxable. It is 
not taxable until the individual gets it in the way of a pension. 

The Cuarrman. Well, if it is not taxable how could you postpor+ 
the thing, if it exists? 

Mr. Roserts. What happens is this 

The CHarrman. I understand you postponed it. If you postpone it, 
it is taxable under the present law. Now you propose to postpone it. 

Mr. Roserts. Yes, sir. 

The CuarrMan. That is more in the nature of tax relief than of a 
tax postponement, is it not? 

Mr. Roserts. I do not know why. We pay the full tax. 

Suppose that I put in $1,000 a year. Allright. That accumulates 
certain accumulations. What I get is the $1,000 I put in plus the 
accumulations, and when I get it I pay tax on it at the rates of taxa- 
tions, income taxation, which exist. Now, I do not know what they 
are going to be; whether they are going to be higher or lower or what. 

The CHarrMan. Just what do you mean by “accumulation”? 

Mr. Roserts. I mean this, sir: Suppose the lawyers of Chicago had 
a plan, and suppose that I am a lawyer in Chicago and I put $1,000 
into that plan. A lot of other lawyers do, too. The bank in Chicago 
is the trustee of the money which is put in. It would invest that 
money. Presumably it would earn 3 or 4 percent a year on the money 
so invested. Those are the accumulations which I am talking about. 

The CuarrmMan. Then it is a question of the Government getting 
the tax back, and not you getting it back. If this is a postponement, 
then you say they pay it later. However, the Government is out that 
money for that long. 

Mr. Roperts. No; because 

The CuarrMan. You have had this much money for your own use. 

Mr. Rosperts. Let us assume that I am on the same income bracket 
when I get it as Iam when I put it in. In that case they would get 
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the full tax. I do not get any money to spend without having paid 
the full tax on it. 

The Cuairman. If you do not get any benefit from it, why do you 
want it? 

Mr. Roserts. I am allowed 

The CuarrmMan. That is what bothers me. If you do not get any 
benefit from it 1 do not know why you want it. 

Mr. Roserts. Well, 1 want it because I want to be able to put it 
aside for my old age. 

The Cuarrnman. Why could you not do that anyway? 

Mr. Roserts. Because the Government takes it from me now. 

The Cuarrman. Why could you not put aside that much in bonds 
for your old age? 

Mr. Roserts. Well, sir—- 

The Cuarrman. If that is the only purpose you have in mind, and 
you do not have any idea of getting any relief from taxes. Just put 
it in Government bonds and hold it until you retire. 

Mr. Roserrs. Mr. Silverson’s plan is that instead of having a 
common trust fund such as I have been talking about and advocating, 
he wants the investment in a special nonassignable type of Govern- 
ment bond. We did not join in with that plan, although his objective 
is the same as our objective. 

We unite on what the evil is. We unite on the question that some- 
thing ought to be done about it. But he says to invest in a special 
type of Government bond. 

Well, after coming down here to Washington and talking to various 
officials, we did not think the Government would want to make a 
special type of bond. We did not think we could get the cooperation 
of the Treasury in having the Government create this new and unique 
Government bond, and then from my own standpoint, I hope that 
these common trust funds will earn more than 2 percent, which has 
been suggested as the interest rate for the Government bonds. 

May I go back just a second to this anti-inflationary argument. 
President Truman said what all economists agree upon when he said 
in his last year’s economic report: 





Voluntary saving is an essential part of a well-rounded anti-inflationary program. 


Now, that is true, because obviously if you put aside money for 
savings that money is not available to buy consumer goods which 
may be scarce as a result of the defense effort. It is taken out of the 
market for consumer goods. 

Now, everybody, as I said, talks against inflation, but nobody seems 
to do anything about it. Here is something that could be done and 
would be a true anti-inflationary measure. 

Mr. Simpson. Mr. Roberts, from the standpoint of the Federal 
revenue in after years, if this money is paid to the insured it would, 
of course, constitute income in that year and would tend to stabilize 
to a degree Federal revenues at that time, would it not? 

Mr. Roserrs. | think that is true, sir. I think that is very true. 

Mr. Kean. Mr. Roberts, these bills are along the same line as the 
bill introduced by Mr. Coudert about a year ago, are they not?: 

Mr. Roperrs. Yes. They are a refinement of it. They are a 
refinement of Mr. Coudert’s bill. His bill, I think, had the same 
objective that these bills have. 
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Mr. Kean. The same general objective. 

Mr. Roserts. Of course, it has been very hard, gentlemen. A 
great many of you are lawyers. You know how difficult it is to get 
lawyers to agree about anything. While everybody agrees that the 
professional man and the self-employed are being discriminated against 
as compared with the officers and employees of corporations—every- 
body agrees on that. Everybody also agrees that it is difficult, if not 
impossible, to save money these days. They do not agree on what to 
do about it. Well, more people have agreed on these Reed-Keogh 
bills than on any other one single approach. 

Mr. Kean. Mr. Chairman? 

The Cuarrman. Mr. Kean. 

Mr. Kean. I believe, on May 9 Mr. Coudert wrote you a very short 
three-paragraph letter with reference to this. Do you think we could 
put it in the hearings at this point? 

The CuarrmMan. It would be very appropriate, the Chair thinks. 
Without objection, that action will be taken. 

(The document referred to is as follows: ) 

House or REPRESENTATIVES, 
Washington, D. ( - May 9, 1952. 
Hon. Rornerr L. Doucuron, 


Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


My Dear Mr. Crarrman: | understand that you are scheduling hearings 
for Tuesday, May 13, on the Keogh and Reed bills, and other similar bills, re- 
lating to tax deductions for savings purposes. Thank you for offering me an 
opportunity to appear. 

The bills I have introduced on this subject are H. R. 3456, H. R. 5847, and 
H. R. 7426. Each represents a somewhat different approach to the same ob- 
jective. I believe that there is very real need for encouraging savings of every 
kind—investment, bank deposits, life insurance, ete.—by allowing worth-while 
deductions. Without such incentive the enterprising, industrious American, 
who has built this great Nation out of a virgin wilderness, will soon join the 
vanishing buffalo and native Indian. 

I trust that the committee will give the most serious consideration to all of 
these bills and come up with some effective proposals in the very near future. 

Very faithfully yours, 
Freperte R. Covperr, Jr. 

‘Mr. Ronerts. Well, gentlemen, we do not claim that this bill is 
perfect. We do claim, however, that there is a great inequity here. 
We claim that the inequity is against the kind of people who help them- 
selves and who want to help themselves, whose taxes help pay for the 
poor, unfortunate people who cannot help themselves. 

Mr. Simpson. Mr. Roberts, on that point, that is what disturbs me 
about this legislation. 1 know a number of individuals who are now 
self-insured under social security. They are not satisfied. They 
would like very much to put 10 percent of their income, or 5 percent, 
into something of the nature of that which you are discussing. They 
would not be permitted to do so under your bill, or would they? 

Mr. Roxperts. Yes; they would. 

Mr. Simpson. They would be permitted to? 

Mr. Roperts. Yes. 

Mr. Stmpson. Then the only group which would not be permitted 
to do so would be the group of employees under social security not 
self-insured? 

Mr. Roperts. Social security really has nothing to do with it. 
The benefit of our group would go to practically everyone who cer- 
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tainly is self-employed, whether he is under social security or not. 
And it would go even to employees who are the beneficiaries of corpo- 
rate pension plans, but in that case they would have to take that into 
consideration, and would not get a deduction for the benefit that they 
have received in each year by having the corporation put some money 
aside for them. 

Mr. Simpson. Then there would be certain people who would not 
be permitted to come under this 10 percent? 

Mr. Roserrs. I do not know quite who it would be. 

Mr. Simpson. Is yours all-inclusive? 

Mr. Roserrts. It is pretty all-inclusive. 

Mr. Simpson. Did you not say they have to set up a groups 

Mr. Roserts. The bill as first drawn provided they had to set up 
a group. We did that because we thought it would be so much 
easier to police on behalf of the Treasury Department. We have 
run into a lot of objection to the requirement that you have to have 
a group. In that case, also speaking for the American Bar Com- 
mittee—and I think I can also speak for the New York State Bar 
Committee, of which Mr. Weston Vernon is chairman, and the New 
York City Bar Association Committee, of which Mr. Roswell Magill 
is chairman—we are entirely willing to go along. 

Mr. Simpson. Is the alternative to the group to do it on an 
individual basis? 

Mr. Roserrs. Yes; or you could have a group where they did not 
have to be a member of any association. For instance, a bank. 

Mr. Stmpson. I would like to know this point: If you do not have 
an association or group, would you permit the single lawyer to do 
it on his own? 

Mr. Roserrs. Under the proposed amendment we would permit 
the single lawyer to buy a restricted type of annuity, and we would 
permit anyone to be a trustee of a fund who the Treasury would agree 
to. I cannot imagine that the Treasury would agree to millions of 
individual plans. 

Mr. Simpson. To that extent there would remain discrimination if 
we opened this up and included all of them. 

Mr. Rosperrs. Unless you had a common trust fund where a man 
could join without being a member of an organization, which I assume 
you would have. 

Mr. Simpson. In other words, a catch-all proposition set-up? 

Mr. Roserts. Yes. 

Mr. Simpson. By the Government? 

Mr. Rosperrs. Oh, no. All we ask of the Government in this thing, 
so far as the Reed-Keogh bills are concerned. 

Mr. Simpson. Would that not contemplate another insurance 
company? 

Mr. Roserrs. It might be an insurance company. 

Mr. Simpson. I have thought for a long, long time that if the 
finances of the Government would permit it, the way to handle this 
thing would be to let a lawver take 10 percent of his income and the 
storekeeper take 10 percent of his income as a ceiling, and the fellow 
who works in the district, if he wants to, take 10 percent of his income, 
and buy from a private insurance company, which was more or less 
suggested a minute ago, and then have that as a deduction. 

Mr. Roserts. Well, that is another thing. 
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Mr. Stmpson. This committee would not like to make a mistake. 
Maybe one way would be better than another. We are going into 


this whole subject. 

Mr. Roserts. In closing, let me say that we do not claim perfection 
for these bills. We do say that this inequity against this great group 
of people now exists. The evil of being unable to save for these people 
who are these old-fashioned Americans, who just want to help them- 
selves, exists. This bill is one way of attacking that evil. 

What I respectfully request the committee to do is to approve the 
principle underlying these bills and send it to your technical staff, and 
we will be very glad to work with them to possibly improve this bill 
with their ideas. That is what we really would like you to do, because 
we would like to have you approve the bill in principle and send it to 
your technical staff with an instruction to come back in, I hope, a 
reasonably short time with an improved bill. 

I have been answering some of the questions which I think are 


important. 
he Cuarrman. If there are no other questions, we thank you for 
the information and for the help you have given the committee. 
Mr. Roserts. Thank you, Mr. Chairman. 
(The following formal statement of Mr. Roberts was inserted at the 
request of Mr. Keogh:) 


STaTEMENT OF GEORGE RoBeERTs, CHAIRMAN, SpectaL COMMITTEE OF THE 
AMERICAN Bar ASSOCIATION, ON RETIREMENT BENEFITS, IN RE THE KEOGH- 
Reep Brits (H. R. 4371 anp H. R. 4373) 


My name is George Roberts. I am a member of the law firm of Winthrop, 
Stimson, Putnam & Roberts. For the past 2 vears I have been chairman of a 
special committee of the American Bar Association on retirement benefits. 

The American Bar Association, through its board of governors and through its 
house of delegates, has endorsed in principle the Keogh-Reed bills, H. R. 4371 and 
4373, which are identical and which are now before you for consideration. 

The purpose of these bills is to aid voluntary savings by individuals for retire- 
ment or old age. Congress has for some years encouraged the establishment of 
corporate pension plans for the benefit of employees and officers of corporations 
by allowing preferential tax treatment for the corporations’ contributions to such 
plans. As the law stands at present, no such comparable treatment is allowed to 
those who must provide for their old-age security out of the money which they 
themselves earn. The proposed legislation would to a considerable extent remove 
that discrimination and inequity. The bills provide for the postponement by 
individuals of income tax with respect to a limited portion of earned net income 
which is paid into a so-called restricted retirement fund, or invested in a restricted 
retirement annuity contract as defined in the bills. The total amount which can 
be excluded from taxation in any one vear shall not exceed 10 percent of the tax- 
payer’s earned net income or $7,500 whichever is the lesser. 

aawyers, because the drafting of instruments is part of their normal work, have 
taken the lead in drafting the language of the proposed statute. The chief drafts- 
man was Mr. Leslie M. Rapp, chairman of a committee of the New York State 
Bar Association, who will follow me on the stand to explain the bill in detail. He 
worked in cooperation, not only with our committee of the American Bar Associa- 
tion, but with the committee of the New York City Bar Association of which 
Mr. Roswell Magill is chairman, and later with committees of the American 
Medical Association, American Institute of Accountants, and of other profes- 
sional associations interested in the bills. 

This legislation is in the interest of all professional men, whether lawyers, 
doctors, dentists, architects, engineers, accountants, or otherwise. It is in the 
interest of the self-employed, whether engaged in farming or in business or indus- 
try. It is in the interest of employees who feel that they are not adequately 
covered by their present pension plans. The primary purpose is to help men to 
help themselves. 
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We speak for that great class of people who are hardworking, independent, and 
self-supporting, and who ask no contributions from others for their support. In 
fact, this class is willing, to the extent of its ability and to the extent necessary, 
to support by their own tax payments reasonable social security for others. They 
only ask that the Government leave them enough out of their own earnings to 
take care of their own retirement and old-age requirements and that of their 
families. They only ask that the Government not discriminate in its legislation 
in favor of the officers and employees of corporations as it now does. 

I do not think it is necessary to produce for this committee evidence of how 
difficult it is for professional men and other self-employed to maintain their 
standard of living in these days of high income taxes, much less to put aside any 
savings to provide against sickness, old age or catastrophe. The problem exists 
even if in their most productive years their income is quite substantial. The 
surtax does not leave much, if any, for the lean vears. I think every member of 
this committee must know this from his own experience, and from his observation 
in his own community. The professional man is, in this respect, much worse off 
than his friends and men of equal ability who are officers or employees of corpora- 
tions, particularly big corporations, or who are in a position to make capital gains. 
As you know, it is now practically universal in corporations of any size to have a 
pension plan which, in most cases, is a noncontributory plan and which gives a 
substantial amount of security against old age and disability. Scarcely a month 
goes by but some young lawyer talks to me about the advisability of his abandon- 
ing the independent practice of law and joining a corporation, sometimes as a 
lawver and sometimes as one of the corporation’s executives. The persuasive 
argument is always the security afforded by the corporation’s pension plan. I 
do not doubt that the same tendency exists in the other professions—among the 
docvors, dentists, accountants, engineers, etc. 

I ask you, gentlemen, to consider this problem, not only from the standpoint of 
fairness and equity to the individuals involved, but also from a standpoint of 
publie policy. Is it for the best interests of this country that legislation should 
be so framed that the professions and self-employment are not encouraged, but 
are discriminated against in favor of employment with corporations—the bigger, 
the better? I submit this is the exact Opposite of what the country ought to do 
in its own interest. 

I also wish to emphasize that what we are asking for is not a remission of tax- 
ability, but a postponement thereof. Just as the recipient of a corporate pension 
plan pays a tax when he receives a pension which resulted from contributions by a 
corporation, so here the recipient of a retirement benefit would pay a tax when and 
as he receives payment. 

I have heard objection voiced to the proposed legislation on the ground that 
some unfortunate individuals would not be able to save anything, even with the 
benefit of this law, because they might not have any earned income or at least not 
sufficient earned income to take care of their needs even though they made no 
provision for savings. This is, of course, true. But in any free-enterprise system 
there will always be some who, because of lack of ability or misfortune, are unable 
to take care of themselves, and their old age has to be taken care of by their 
neighbors and by other taxpayers. We do not claim this to be social-welfare 
legislation for those unable to provide for themselves. This is legislation to help 
the independent, old-fashioned American who wants to take care of himself, to be 
able todo so. This is to enable these sturdy, self-supporting taxpayers to provide 
first for their own retirement, and then they will be in a position to help take care 
of the weak and unfortunate. 

There is another point that deserves emphasis: the danger of inflation is today 
very real; we all know that. Saving part of one’s earned income is anti-infla- 
tionary. Money saved is not available for expenditures on consumers goods. If 
this money were used to increase the demand for goods made scarce by the defense 
effort it would obviously tend toward inflation. President Truman only stated 
what all economists agree upon when he stated in his midyear economic report 
“voluntary saving is an essential part of a well-rounded anti-inflationary program.”’ 
It is obvious that the passage of the Keogh-Reed bills would encourage such 
voluntary savings. 

In conclusion let me say that we have spent several vears working on this prob- 
lem. I think you will find that most of the organizations represented here are in 
complete support of the underlying principle of the Keogh-Reed bills. There are, 
however, certain amendments that will be suggested by various groups. Our 
committee feels that some of these amendments may make for an improvement 
in the bill. With respect to several others we have no objection. What we want 
your committee to do is to approve this bill in principle and refer it to your tech- 
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nical staff for recommendations. We will be glad to work with the members of 
this staff. 

Members of special committee of the American Bar Association on retirement 
benefits: George Roberts, chairman, 40 Wall Street, New York 5, N. Y.; Frederick 
W. Brune, 10 Light Street, Baltimore 2, Md.; Robert Guinther, Second National 
Building, Akron 8, Ohio; John R. Nicholson, 135 8. La Salle Street, Chicago 3, 
Iil.; Kurt F. Pantzer, Merchants Bank Building, Indianapolis 4, Ind.; Thomas N. 
Tarleau, 15 Broad Street, New York 5, N. Y.; Weston Vernon, Jr., 15 Broad 
Street, New York 5, N. Y. 


Mr. Exsernartrer. Mr. Chairman, may I make a request, if it is 


not too late? 
_ 

The Cuarrman. Mr. Eberharter. 

Mr. Exseruarrer. I would like to ask unanimous consent that the 
reports which may have been received from the Treasury on these four 
bills be incorporated in the record. 

The Cuarrman. The chairman had that in mind, anyway. Without 
objection those will be incorporated in the record. 

(The documents are as follows: ) 

TREASURY DEPARTMENT, 
Washington, June 20, 1952. 
Hon. Roserr L. Dovcuron, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 

My Dear Mr. CuarrmMan: Further reference is made to letters dated July 6, 
1951, and July 10, 1951, requesting this Department’s views on H. R. 4371 (82d 
Cong., Ist sess.), H. R. 4373 (82d Cong., Ist sess.) and H. R. 3456 (82d Cong., 
Ist sess.), each of which is entitled “A bill to permit the postponement of income 
tax with respect to a portion of earned net income paid to a restricted retirement 
fund.” H. R. 4371 and H. R. 4373 are identical bills, while H. R. 3456 is sub- 
stantially similar to the other two but differs in a number of minor aspects. 

A report on H. R. 4371 and H. R. 4373 is attached hereto. No separate con- 
sideration is given to H. R. 3456 since it is similar in purpose to the other two bills. 

For the reasons indicated in the report, the Treasury Department does not 
favor the enactment of the proposed legislation. 

The Director, Bureau of the Budget, has advised the Treasury Department that 
there is no objection to the presentation of this report. 

Very truly vours, 
Tuomas J. Lyncu, 
Acting Secretary of the Treasury. 


REPORT ON H. R. 4371 AND H. R. 4373 (82D CONG., IST SESS.) ! 
I. Provisions or THE BIL 


H. R. 4371 would permit an individual to exclude from his gross income in any 
year an amount not in excess of 10 percent or $7,500, whichever is lesser, of his 
earned net income paid into a tax-exempt “restricted retirement fund.” The 
exclusion would be reduced to the extent of contributions during the year by an 
employer of the taxpayer to a qualified stock bonus, pension or profit-sharing plan, 
or toward the purchase of an annuity contract as part of a plan which meets the 
requirements of section 165 of the Internal Revenue Code 

As a counterpart of the exclusion from gross income of payments to restricted 
retirement funds and the fund’s exemption from income tax, the bill provides that 
benefits from a retirement fund shall be fully included in the recipients’ income if 
they are paid in annual installments. However, lump-sum payments are to be 
treated for tax purposes as if they were long-term capital gains. 

The retirement plan of the fund would have to provide that the distribution of 
the interest of any member would not be made to him during his lifetime prior 
to age 60 except in the case of total and permanent disability. A member would 
have the option of electing to have distribution made in the form of a lump-sum 
payment, annual installments over a period of years, or by purchase by the trustee 
of one or more single premium noncommutable life annuity contracts (with or 
without a guaranteed minimum payment and with or without a survivorship 


' Since the two bills are identical, reference is made only to H. R. 4371 throughout the report. 
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option): Members could not assign their interest in a fund except to designate 
beneficiaries at their death. 


II. BAcKGROUND OF THE PROPOSAL 


The proposal to allow the exclusion from gross income of a portion of earned 
income placed in a specified type of retirement fund is intended to benefit princi- 
pally self-employed professional workers. It is one of a group of proposals ad- 
vanced with increasing emphasis over the past decade to accord favorable tax 
treatment to savings, particularly those for retirement purposes. These pro- 
posals arose out of the extensive postwar discussion of individual income tax 
problems and steps that might be taken to resolve them. 

“Earned net income’’ would be defined as income from personal services less 
the deductions allowed under the income-tax law for expenses incurred in earning 
the income A “restricted retirement fund’’ would be defined es a trust set up 
by a bona fide agricultural, labor, business, industrial or professional association, 
or similar organization, for the exclusive purpose of distributing to its members 
or their beneficiaries the corpus, profits, and earnings of the trust in accordance 
with a retirement plan. The trustee would be a bank and the assets of the trust 
would have to be invested in securities which are legal for the investment of trust 
funds by the trustee. 

In the postwar individual income tax discussions, extensive consideration was 
given to the effect of the tax on self-employed professional workers as compared 
with wage earners, corporate executives, and the owners of capital. Spokesmen 
for the professional groups argued that their tax treatment was relatively dis- 
advantageous due to such factors as (1) the lack of averaging, (2) the exclusion 
of professional men from the benefits of social security and qualified pension plans, 
and (3) their inability to incorporate their earning power as could be done by 
other businessmen.’ While not overlooking the problem of equity in general, the 
primary conclusion drawn from this listing of disadvantages was that the tax law 
made it difficult for self-employed professionals with substantial earnings to save 
enough to insure a scale of living after retirement commensurate with that enjoyed 
in their working years, Consequently, various individuals advanced tax pro- 
posals to aid the professional group to save a larger proportion of their income. 

The approaches which eauved mast discussion were the use of a svstem of 
averaging which would take account of the life cycle of earnings of professional 
workers, and the exclusion from gross income of contributions to a fund which 
could be used for retirement purposes. The latter was considered a type of 
averaging since the contributions normally would be made when income was at a 
higher level than during retirement years when contributions would be with- 
drawn and included in taxable income. Extension of old-age and survivors’ 
insurance to the self-employed was given only incidental consideration since the 
discussion centered around a concept of retirement income substantially above 
the level provided by the Federal insurance svstem.* For the same reason, prac- 
tically no interest was expressed in reviving an earned-income credit of the tvpe 
allowed under the income tax between the vears 1924 and 1931 and between 1934 
and 1943. During the latter period, because of the restricted scope of the credit, 
the maximum tax value of the earned-income credit never exceeded $84 per annum. 


A. AVERAGING 


A system of averaging for individual income tax purposes has often been pro- 
posed as a means of increasing the equity of the income tax for individuals with 
fluctuatine incomes resulting from illness or cyclical unemployment. However, 





2 In cases where the taxpayer is a partner or propietor in a trade or business in which both personal services 
and capital are material income-producing factors, a determination of the portion of the income attributable 
to personal services would be made under reeulations to be prescribed by the Secretary. 

4 Harry Silverson, Earned Income and Ability to Pay, Tax Law Review, vol. 3 (1947-48), p. 299. 

‘See American Bar Association, section of taxation, Program and Committee Reports, 1949, pp. 61-62, 
where the committee on taxation of earned income says that even if social-security benefits were doubled 
and made available to self-employed “the result would not meet the basic principle of enabling taxpayers 
with substantial earnings to build up a fund which will enable them to insure in old age a standard of living 
relatively proportionate to that of their productive life.”’ 

§ See, for instance, H. M. Groves, Prodrction, Jobs, and Taxes, New York, 1944, pp. 84-87. Professor 
Groves suggested that each taxpayer be permitted to recommrte his tax bill as if his income had been distr b- 
uted evenly over a period of years (say 5 or 10) and claim the difference as compared with taxes actvally paid 
as a refund or credit. Support for averaging as a method of general equity was also evidenced by several 
witnesses in hearings before the Committee on Ways and Means on Revenue Revisions, 1947-48, 80th Cong., 
Ist sess. Among those making such a provosal were the American Federation of Labor (p. 1420), which 
suggested a 5- or 6-year averaging period for those with flvctuating or irreg’ lar incomes and the Chamber f 
Commerce of the United States (p. 1557). Also see statement of T. N. Tarleau (p. 1711), representing Ass*- 
ciated Actors and Artists of America, with resect to effect of annual accounting system on tax liabilities 
of persons whose income fluctuates considerably from year to year. 
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the claimed need for some form of averaging for professional workers was based 
upon a concept of a lifetime cycle of earning power. Professional workers were 
characterized as having a lifetime earning cycle which starts out on a low level, 
gradually increases over a fairly long period, and then rises to a high peak for a 
relatively few years. The peak year earnings, which would normally provide 
savings for retirement, are taxed at high rates which, it is claimed, makes it diffi- 
cult to save for retirement. In comparison, a person with the same lifetime 
income from capital distributed equally throughout the years pays a lower life- 
time effective rate of tax. 

Averaging plans as such, however, never obtained significant support as a means 
of enabling self-employed professionals to achieve a higher retirement income. 
One of the reasons is that the averaging system would need to cover extended 
periods of time to provide the type of benefits sought. Another reason is that 
averaging would not provide for tax postponement, which, as will be indicated 
below, is an important element of the tax benefit to be derived from excluding 
savings from current taxable income. However, at least one plan of averaging 
was proposed which was intended to fit the earning cycle of professional workers.’ 


B,. EXTENSION OF COVERAGE OF QUALIFIED PENSION TRUST PROVISIONS TO 
INDIVIDUAL PROPRIETORS AND PARTNERS 


Salaried personnel of corporations, including executives, need not include in 
current income contributions to their account by their emplover to pension, stock 
bonus, and profit-sharing plans qualified under section 165 of the Internal Revenue 
Code. Beneficiaries of these plans in effect enjov tax postponement on emplover 
contributions until the benefits are realized through retirement or separation from 
the emplover. Such benefits then are treated as ordinary income or, if taken in 
a lump sum, as long-term capital gains. 

It was proposed that the pension-trust provisions of the law be amended to 
permit self-employed and partners to participate, as if they were employees, 
in qualified pensions plans.* A proposal to provide the pension-trust privilege 
for partners and proprietors was made to the Committee on Ways and Means in 
1947 bv the Special Tax Study Committee. Subsequently, this proposal appeared 
as section 106 of H. R. 4775, introduced July 12, 1951, which was referred to the 
Committee on Ways and Means. 

The pension-trust approach was criticized on the ground that it moved in the 
direction of distorting section 165 trusts into an upper-bracket tax shelter.!® 
Doubt was also expressed that pension trusts for professional firms could qualify 
under section 165 as being ‘“‘nondiscriminatory’’ without limiting the benefits for 
the proprietors to a level ‘“‘which is absurdly low in comparison with their earnings 
* * * "tl While this difficulty might be met by liberalizing the law in its 
application to partnerships and individuals, it was pointed out that such modifica- 
tion would result in discrimination against employees who do not participate in 
employees’ trusts.” 


C. INDIVIDUAL TAX-EXEMPT PENSION PLANS 


The essential elements of the plan embodied in the present bill were proposed to 
the tax committees of the Congress in 1947." It was proposed at that time that 
each taxpayer be allowed to exclude from gross income a fixed percentage of his 
earned net income if invested in a special nonassignable, low- or no-interest- 
bearing Government bond.'* These bonds would be included in the taxpayer’s 
income, or that of his beneficiary, when cashed. The plan was to be open to all 
with earned income but was justified primarily on the ground that it was needed 





§ Silverson, o>. cit., no». 300-2: Ives, 97 Congressional Record, 8808, 8809. 

7M. Francis Bravman, Security for the Professions: A Plan for Equitable Tax Treatment—A Reply, 
American Bar Association Journal, Feburary 19.52, p. 111. Mr. Bravman’s averaging plan would provide 
for areeneing within 4 periods: during minority, 21 through 30 years of age, 31 through 55 years, and 55 years 
to death. 

§John R. Nicholson, Pensions for Partners: Tax Laws Are Unfair to Lawyers and Firms, American Bar 
Association Journal, A~ril 1947, ». 302. Also, American Bar Association, 0. cit., p. 58 

® Reven'e Revisions, 1947-48, Reports of the Special Tax Study Committee to the Committee on Ways 
and Means, November 4, 1947, p. 24. 

'® American Bar Association, section of taxation, Program and Committee Reports, 1948, p. 105, Views of 

tanley S. Surrey. 

i! Harry J. Rv dick, More Abovt Pensions for Partners: A Better Solution Than Pension Plans? Amer- 
can Bar Association Journal, October 1947, p. 1002. 

12 Thid., p. 1003. 

8 Individual Income Tax Reduction, hearings before the Committee on Finance, 80th Cong., Ist sess. 
Pp. 408 et seq.; Revenrve Revisions, 1947-48, op. cit., p. 1699 et. seq. 

4 The excludable amount suggested was 25 percent but no more than $10,000 in any one year. 
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to offset the effect of the high surtax rates on the ability to save for retirement of 

rsons with fluctuating incomes and self-employed professional workers with a 
few peak years of income.“ While largely advanced as an aid to building up 
individual retirement funds, there was no limitation on the time of cashing so 
that bonds could be redeemed to meet needs during unemployment or illness. 

_ The Silverson plan, as this came to be known, obtained support in certain profes- 
sional circles. As usual, there were criticisms of details and proposals for improve- 
ments. The two most widespread criticisms had to do with the requirement that the 
savings be invested in Government bonds and the unlimited freedom that would 
be permitted savers to cash their bonds. A difference in viewpoint also arose as 
to whether the plan should be viewed primarily as a retirement plan or a means of 
averaging income.'* 

As one of the benefits claimed for the original proposal was that it would in- 
crease the flow of venture capital, it was suggested that a move logical investment 
program would allow investment in such manner as the saver wished, more spe- 
cifically with the degree cf freedom allowed to trustees of section 165 employees’ 
trusts.” Furthermore, the Government bond aspect was criticized because it 
was soon found that taxpayers would derive little or no benefit from investing in 
no-interest- or low-interest-bearing Government securities as compared with 
paying full tax on current income and investing at 3 percent the difference between 
the contemplated investment under the Silverson plan and the income tax payable 
which would not be payable under such plan.® 

Those who were particularly interested in the retirement aspect of the plan 
felt that the provision to allow cashing of the bonds at any time negated much of 
the retirement objective. To’ emphasize the avowed retirement intent, the 
suggestion was made that redemption be allowed only after the taxpayer reached 
the age of 60." A later suggestion of the same intent would have restricted re- 
demption to attainment of age 65 or death, whichever is earlier.”® 

During the discussion of the plan other modifications were proposed. Origin- 
ally, it was suggested that all redemptions be taxed in full as current income. 
Then the analogy of the lump-sum treatment of payments under section 165 
trusts led to consideration of the same treatment for this type of plan.2! A 
further proposed modification was a reduction in the excluded amount to the 
extent the taxpayer’s employer made contributions for his benefit under a pension 
or annuity plan meeting the requirements of section 165.” 

Thus, the present bill is the result of the original Silverson proposal of 1947 as 
modified subsequently. Perhaps the most important modifications in the bill are 
the liberalization of investment outlets anv! the restriction against redemption of 
savings prior to age 69 except in case of permanent and total disability. Other 
less substantive modifications suggested by interested parties also are apparent 
in the bill. Exclusions from current income are to be modified to take account of 
payments by employers under qualified pension plans, and lump-sum payments 
are to be consilered long-term capital gains. As originally proposed, any in- 
dividual may obtain the benefit of an exclusion for saving of earned income, but 
the bill requires savings to be directed through trade, labor, or professional 
organizations and to be invested by a bank as trustee. 

1S Individval Income Tax Redrction, op. cit., and Revenre Revisions, 1947-48, p. 1699 et seq. Also, 
Silverson, Tax Law Review, or. cit., r. 315. In this latter dise’ ssion Mr. Silverson lov ered the excl” dable 
limits to 15 percent or $10,000, whichever iS less. Some further advantages claimed for this type of plan for 
aiding individuals to save for retirement purposes were: The limitation of excluded savings to low-rate 
Government bonds would reduce public debt interest charges; tax receipts would be stabilized by shifting 
receipts from years of peak prosperity te years of depression; purchasing power would be reduced in infla- 
tionary periods and increased when economic activity was low; the lowering of the effective tax rate on 
middle and upper bracket incomes would free more funds for: isk capital; finally, it was advanced as provid- 
ing the benefits of averaging without the administrative problems of true averaging which :equires a con- 
tinuous series of records. 

6 Harry J. R idick, Wherein the Silverson and Rudick Plans Differ, Tax Law Review, vol. 3., pp. 384-385. 

 Ibid., p. 354. Mr. Silverson’s answer to this was that investment in Government bonds was necessary 
to secure payment of tax. 

18 American Bar Association, section cf taxation, 1949. op. cit., pp. 57-58. 

® The Associ ition of the Bar of the City of New Yerk, Repo t of the Committee on Taxation, December 
1947, p. 25 et. seq. This suggestion was modified, however, to allow redemption after ten years from date 
of purchase to mert unfores*en emergencies 

® Nathaniel L. Goldstein, See ity fo~ the Professions. A Plan for More Equitable Tax Treatment, 
American Bar Association Journal, June 1951, p. 411. 

* Silverson, Tax Law Review, o”. cit., p. 315, suggested the possibility of long-term capital-gain treatment 
for bonds outstanding at date of death but thought this might be discriminatory to those who cashed their 
bonds at an earlier date. 

2 Rudick, American Bar Association Journal, op. cit., p. 1003; Silverson, Tax Law Review, op. cit., p. 315 
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Ill. ANALYSIS OF THE BILL 
A. TAX BENEFITS 


The tax savings accruing to participants in restricted retirement funds would 
equal the amount of tax reduction at the time of investment in the funds less the 
tax liability arising from including the investments in taxable income when they 
were withdrawn from the funds. In addition to such tax savings, participants 
would benefit by the exclusion from current income of returns obtained from 
investing the amount of the initial tax reduction. 

The tax savings resulting under H. R. 4371, and related plans, depend partly 
on how an individual’s income fluctuates and changes in the level of tax rates in 
the interval between the investment and its withdrawal. Tax savings would be 
realized whenever incomes or tax rates fell between the year of investment and 
the vear of withdrawal. If incomes or tax rates increased during this period tax 
liabilities might be increased. 

Investment in the retirement funds would be greater in vears when individuals’ 
earnings were large. Personal service incomes tend to decline after the age of 60 
when withdrawals of savings would be permissible. Taxpavers reaching the age 
of 65 also would be able to apply against the savings withdrawals the double 
exemptions granted for aged taxpayers and their wives. Moreover, under H. R. 
4371, taxpayers with large incomes at tine of withdrawal would be able to with- 
draw their fund in a lump sum and qualify for capital-gains treatment. 

1. Ability to invest in restricted retirement funds 

Persons with large incomes would generally be in a better position than persons 
with small incomes to take advantage of the provisions of the bill. Those with 
high incomes ordinarily save a larger percentage of income than those with low 
incomes and are more likely to possess liquid assets which could be liquidated and 
invested in the retirement fund to secure the favored tax treatment. As shown 
by the table below, in 1950, 70 percent of all spending units with incomes of 
$7,500 or over saved 10 percent or more of their income compared with only 32 
percent of those with incomes between $2,000 and $3,000. In aggregate, only 
37 percent of the Nation’s spending units saved as much as 10 percent of income. 


Percentage distribution of spending units by percent of income saved and by size 
of income, 1950 
[Percent] 


Spending units with positive savings 


Spending . 


All units with = 

Income class spending zero or Percent of income saved 
units negative Total - 

Savings Undor 10 percent 

10 percent ind over 
Und>r $1, 000 100 66 34 15 19 
$1, 000 to $2, 000 100 47 53 26 27 
$2, 000 to $2, 999 100 41 AY 27 32 
$3, 000 to $3, 999 100 33 “7 aw 39 
$4, 000 to $4, 999 100 30 70 27 13 
$5, 000 to $7, 499 100 25 75 21 BT | 
$7, 500 and over ; 100 13 NT 17 70 
All income classes 100 39 él 24 37 


Source: 1951 Survey of Consumer Finances, pt. IV Distribution of Consumer Saving in 1950, Federal 
Reserve Bulletin, September 1951, p. 1063. 


Even these figures, however, give an exaggerated impression of the proportion 
of individuals at middle and low income levels who might have the capacity to 
take full advantage cf the prepesal. A substantial portion of the savings are 
devoted to life insurance and home purchases and would not be available for 
investment under a plan of the type contemplated in the bill. 


2. Current tax reduction 


Even if all individuals were able to invest the maximum allowable amounts in 
restricted retirement funds, H. R. 4371 would still provide high-income persons 
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with greater absolute and relative benefits than low-income persons.“ This would 

the combined result of making the allowable exclusion from gross income 
proportionate to income, up to a maximum of $75,000, and the progressive rate 
structure of the income tax. The amount of tax reduction in the year of invest- 
ment would increase with the size of income, as shown in the following table, 
which assumes that a married person with two dependents invests 10 percent of 
earned net income, but not in excess of $7,500, in a qualified fund. 








| Tax oe = as percent 
| ~~ 


Amount of | 











Net income before exemptions ! a ' . 
reduction |p... Net income 

iE — law after pres- 

| : ent law tax 

| | 

| | Percent Percent 
DT ctcnngudhbtnnnsetinephibnnigiaenivenneeitls ‘ = j $111 19.2 2.5 
$10,000 ! ASS bd | 246 | 13.9 3.0 
$15,000 !__. ee: ajitacndah aida mal 465 | 14.4 4.0 
$25,000 ! . pewtieds ; eusi 1,050 15.0 5.8 
$50,000 ! 3, 244 | 15.4 11.2 
$100,000 1 _. ‘ 5, 625 10.0 12.8 
$500,000 ! etek tank ‘ 6, 900 | 1.7 7.8 


1 All assumed earned up to a maximum of $75,000. 


The table indicates that such an investor would receive a current tax reduction 
of $111 if he had a net earned income of $5,000, $1,050 at $25,000, and $5,625 at 
$100,000 of income. The maximum yearly tax reduction would be $6,900. 


8. Aggregate tax benefits 

Aggregate tax benefits to an individual under the plan would depend, among 
other factors, on the number of years in which he took advantage of the plan, the 
proportion of his income invested therein, his income while making contributions 
and when receiving benefits, interest rates, and income tax rates at various periods 
of time. The proposal to treat lump-sum withdrawals as capital gains would 
also result in important differences in tax benefits as between persons at different 
income levels. 

Since the amount of aggregate tax benefits depends on so many variables, an 
example will be used for illustrative purposes. This assumes a married man with 
two dependents who, starting at age 50, invests the maximum permitted for 15 
years and then after reaching the age of 65 withdraws his savings, either in 15 
equal annual installments which are taxed as ordinary income or in one lump 
sum which is taxed as a long-term capital gain. It is further assumed that the 
individual’s income (other than that represented by the retirement fund repay- 
ments) declines 50 percent between the time he invests in the fund and the time 
he withdraws his savings, although the tax rates remain at the 1952 level through- 
out the period.*# 

The summary table below indicates the net tax benefits under these assump- 
tions for individuals with specified levels of income during the vears they are 
contributing to a retirement plan. Separate computations are given for the 
effect of shifting current-vyear income to a future period when the individual’s 
incom» is lower and the value of the interest earned on tax reductions during the 
period of saving. 

% At ce-tain income levels, the exclusion could relieve savers of all income tax but only because they pay 
little tax under present law. 

» Other assunntions are: (1) At the time of withdrawal he has no dependents, (2) his wife is 65 or older 
at the time of withdrawal and (3) interest is earned by the retirement fund on the value of current-year tax 
red'ictions at 3 percent, compounded semiannually. Where the taxpayer elects to withdraw savings in 15 
annual installments, the annual tax benefits over the 15 years are discounted at the rate of 3 percent com- 
pounded semiannually to the date of receipt of the first withdrawal. This discounting provides a measure 
of the valne of the 15 annual! tax benefits comparable to the measure of the benefit where the taxpayer with 
draws his savings in one lump sum. 
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Withdrawals taxed as long-term 


Net income before 


exemptions Net tax re- 


duction 
} from 


capital gains ! 


Net interest | 
on tax re- | 
duction dur- 


Net gain 


— 
s 


45 


Withdrawals treated as ordinary 
income 


| Net tax re- 
| duction 
from 


| Net interest 
on tax re- 


duction dur-| Net gain 


shifting 
of income 


ing period 
of saving 


ing period 


of saving } 


snifting 
of income 


| 


6 | $384 | 


$0 


$5,000___. $81 $1, 200 $589 | $589 
$10,000. 1,728 | 838 | 2, 566 | 258 1,314 1, 572 
$15,000. 3, 422 1, 532 | 4, 94 1,179 2,419 3, 598 
$25,000_ lone 7, 722 3, 234 | 10, 956 3, 193 4,973 8, 166 
$50,000 . 29, 166 9, 387 | 38, 553 10, 069 11,42 21, 611 
$100,000 55, 133 16, 236 | 71, 369 7, 699 12, 991 20, 690 
$500,000 74, 258 19, 966 | 94, 224 1, 805 4, 826 6, 631 


1 Under the plan, in all cases shown, capital gains treatment is the more favorable to the taxpayer. 


Aggregate benefits from systematic use of the proposed plan would increase in 
value as the size of an individual’s income increased, most noticeably for incomes 
of over $10,000. Under the conditions stated above, and with the capital gains 
option, an individual with a $5,000 income would obtain benefits of $1,200 or 
the equivalent of 24 percent of 1 year’s income. But for a $25,000 income recipi- 
ent the tax reduction would be $10,946, or 44 percent of a vear’s income, and at the 
$50,000 level the benefits of $38,553 would have increased to 77 percent of annual 
income. 

Without the capital-gains option, there would be a reduction in the absolute 
benefits of the plan for most participants and a decrease, but not removal, of the 
relative advantage for higher income recipients. 

Under conditions assumed and with ordinary income treatment of withdrawals, 
total benefits to a participant with a $5,000 annual income during his period of 
saving would amount to $589, or 12 percent of 1 year’s income. At the $25,000 
level the savings would represent 33 percent of a vear’s income, or $8,166; and for 
the $50,000 level $21,611, or 43 percent. The difference in total benefits for the 
$5,000 as compared with the $50,000 participant would be $21,022 against $37,353 
under the capital-gains provision. 

Substantial increases in the net tax benefits would occur as the decline in 
taxable income in the interval between investment and withdrawal becomes larger. 
For example, if in the cases cited above the decline in income were 100 percent 
instead of 50 percent and capital gains treatment were available, the net benefits 
would be increased from $10,956 to $16,896 for the individual with a $25,000 
income during the period of saving. 

Since the bil! provides that lump-sum withdrawals shall be treated as long-term 
capital gains, it would be advantageous in many cases for participants to use 
this alternative, especially if they expected to have enough other taxable income 
during retirement years to offset all or most of their personal exemptions. In 
the example given above, all participants would find it advantageous to take 
capital gains treatment for their savings if their other taxable income at age 65 
or over was half of that during their years of saving. Persons with smaller incomes 
than those shown in the examples often would find it more advantageous to forego 
the capital gains privilege and withdraw their savings over a period of years in 
order to avoid the wastage of personal exemptions which would otherwise occur. 

As a result of the capital gains option, some taxpayers would obtain tax savings 
from the plan even if their incomes remained the same or increased on reaching 
the age at which they could withdraw their savings from a retirement fund. 
Being treated as long-term capital gains, only half these savings would be taken 
into income as compared with 100 percent if taxed when earned. Furthermore, 
sinee the maximum effective rate on long-term capital gains is 26 percent, indi- 
viduals who would pay a marginal rate of over 26 percent or more on current 
earnings and who invested in a retirement fund would always be assured of some 
tax reduction regardless of how their income fluctuated thereafter. The reduction, 
of course, would be greater the higher the marginal rate which would otherwise 
apply. 

It is not clear in all respects how the provision of this bill would be integrated 
with other income-tax provisions. If a participant made his estate his beneficiary, 
it might be argued, on the basis of existing provisions of law, that the distribution 
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from the trust had a basis equal to its value at the time of his death. If this 
argument were sustained, the participant’s equity in the trust would never be 
subject to income tax. 


B. ADDITIONAL ECONOMIC EFFECTS 


1. Impact on savings 

The amount of money that would be invested in qualified retirement funds 
would not be a measure of the impact of the plan on aggregate savings. Since 
H. R. 4371 would provide substantial current and long-run tax savings to some 
individuals who were able to take advantage of its provisions, it would provide 
considerable incentive to invest in qualified retirement funds. The tax savings 
when added to ordinary investment returns would make a qualified retirement 
fund a preferred form of investment. Income recipients who would normally 
take advantage of the plan would be those who had funds available after paying 
living expenses and making such customary and contractual savings as payments 
on a home mortgage and life insurance. These individuals today have a number 
of alternative media in which to place their ‘‘free’’ savings and would shift from 
these outlets to retirement funds to the extent that they considered them a better 
buy. Taxpayers could also invest in the retirement funds out of accumulated 
savings by shifting from other investments. In these cases, the funds in them- 
selves would be successful but the plan would not have stimulated aggregate 
sa ings. Those taxpayers who had otherwise made what they regarded as ample 
provision for retirement might merely take advantage of the plan to have the 
tax benefits available for current consumption. 

The revenue loss inherent in the plan would have to be made up by additional 
taxes. This would tend to offset the additional savings presumed to be generated 
by the plan. Those who would be helped initially by the plan might still be 
better off under a tax program used to offset the revenue loss, but others would 
have their ability to save reduced. 


2. Averaging effects 

One of the arguments for proposals such as those embodied in H. R. 4371 is 
that they would provide a form of averaging for individuals with fluctuating in- 
comes by permitting them to exclude from income amounts saved when their in- 
comes are high and to include the savings in income when earnings have declined. 
However, averaging over a given period would involve equal distribution of the 
income in the period and the taxing of the reconstructed annual income at the 
tax rates in effect in each vear. There is an element of averaging involved in the 
present plan, but this would benefit only a preferred group—those with sufficient 
income and investment flexibility to set aside significant amounts of income in 
the tax-favored savings. Furthermore, the benefits conferred would go beyond 
those involved in a true system of averaging. A decline in tax rates between the 
time the tax favored investment was made and liquidated would grant substantial 
tax reduction to individuals with stable or even rising incomes. Moreover, 
individuals with large and stable incomes could also greatly reduce their taxes 
by withdrawing savings from the retirement fund in a lump sum and obtaining 
capital gains treatment. 

In view of their limited ability to invest in restricted retirement funds, large 
numbers of individuals with small or moderate incomes would derive little or no 
averaging benefit. Consequently, the bill would not solve the averaging prob- 
lems of low-income groups resulting from income fluctuations above the exemp- 
tion level in one vear and below the exemption level in another year. 


3. Preferential tar treatment for earned income 

The benefits of H. R. 4371 would be restricted to recipients of personal service 
income. Individuals whose entire income is derived from investments would not 
be permitted to participate. The purpose of this restriction is to grant a prefer- 
ential tax concession to earned-income recipients who, it is claimed, are dis- 
criminated against under present law compared with recipients of investment 
income. 

An analvsis of the desirability of preferential tax treatment for earned income 
falls outside the scope of this report. Howe er, it is doubtful whether H. R. 4371 
would be an effective means of achieving such preferential treatment. The bill 
would distribute relief more in proportion to the saving abilities of taxpayers than 
in proportion to theirearned income. Indi iduals with small or moderate amounts 
of earned income would receive little or no benefits. Finally, individuals with 
both personal service and investment income would generally be in a better posi- 
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tion to take advantage of the bill than individuals who rely entirely on personal 
service income, since they generally would have larger assets which could be 
liquidated and invested in retirement funds. Previous legislation providing the 
credit for earned income limited the benefits to income that was actually earned, 
except at the lowest levels of income. 


Cc. REVENUE CONSIDERATIONS 


H. R. 4371 would involve a loss in revenue in both the short run and the long 
run. The immediate impact of the bill would be te reduce current revenue by 
the amount of taxes postponed as a result of investment in restricted retirement 
funds. Eventually, part of this loss in current revenue would be recaptured when 
the savings were withdrawn and included in income for tax purposes. However, 
a substantial part of the postponed taxes would never be recaptured in view of the 
opportunities granted to individuals to reduce taxes by withdrawing savings when 
their incomes are relatively low and to elect to withdraw savings in a lump sum as 
capital gains. 

Yack of experience regarding the extent to which individuals would invest in 
retirement funds and uncertainties regarding the future course of tax rates and 
personal income levels make it impracticable to make a firm estimate of the loss in 
revenue which would result. However, if all individuals were to invest in the 
retirement funds the maximum amounts allowable (10 percent of earned net 
income or $7,500, whichever is less), the loss in current revenue would be $3.7 
billion.4 Since all eligible individuals would not be able to take full advantage of 
the bill, these figures overestimate the resulting revenue loss. If 25 percent of the 
eligible individuals were to take full advantage of the bill, the current revenue loss 
would be nearly a billion dollars. In any event, the loss in current revenue could 
be of considerable magnitude and could noticeably increase the problem of 
meeting the heavy defense expenditures. 

The number of un':nown factors makes it even more impracticable to estimate 
how much of the current revenue loss would eventually be recaptured from taxes 
on savings withdrawn from the retirement funds. In the early years of operation, 
the net yearly revenue loss would be relatively larger than in later vears. Only a 
small part of the revenue lost by tax postponement on income invested in retire- 
ment funds would be recaptured in early years since taxpayers reaching the 
retirement age would not have had sufficient time to accumulate substantial 
amounts of savings in these funds. In the long run, the greater the fall in indi- 
vidual participants’ incomes or tax levels between the time of investment and 
withdrawal of funds, the greater the tax reductions and loss in revenue. Changes 
in the market values and vields of the securities held by the restricted retirement 
funds also would be reflected in the amount of revenue recouped from the taxation 
savings proceeds. On balance, the plan is designed to achieve a permanent 
revenue loss which would be accentuated by the right of taxpayers to secure 
capital gains treatment for lump-sum withdrawals from the retirement fund. 

The revenue loss under H. R. 4371 also could be enhanced by the treatment 
accorded transfers at death. As was pointed our previously, if a participant made 
his estate his beneficiary, the distribution by the trust might be given a_ basis 
equal to the value at the time of his death. Savings in the funds then would be 
completely and permanently exempt from income tax. 


D. ADMINISTRTAIVE CONSIDERATIONS 


In the last decade substantial progress has been made toward the simplifica- 
tion of the individual income tax. The work which the tax requires of millions 
of individuals and the Bureau of Internal Revenue has been lightened greatly 
by such means as simplified tax forms, withholding, and giving the taxpayer 
the option of computing his tax liabilitv through the use of the Supplement T 
tax table and of using the standard deduction in lieu of itemizing nonbusiness 
deductions. These techniques have been of great assistance in enabling the 
Bureau of Internal Revenue to process economically the more than 50 million 
individual income-tax returns that are filed annually. 

H. R. 4371, however, would reverse the trend toward tax simplification. A 
new type of deduction and source of income would be added to those already to 
be accounted for. Consequently, the simplified tax return (Form 1040A) would 
either have to be made less simple or the form would not be of use to those per- 


* This estimate does not reflect the extent to which the benefits under #7. R. 4371 would be reduced where 
employees benefit from employer contributions to qualified pension plans. 
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sons with small or moderate incomes who invested in the retirement funds. To. 
be of use to investors the form would have to permit them to show the exclusion 
for investment in retirement funds. The number of persons eligible to use Form 
1040A as a tax return would also be reduced as withdrawals from retirement funds 
were taken into income for tax purposes, since an individual who has more than 
$100 of income other than wages is not allowed to use this form. 

Withholding would become less accurate and year-end adjustment of tax 
liabilities would be larger and more numerous. There would tend to be over- 
withholding since savings might be sporadic and it would be impossible to have 
withholding tables to meet every saving pattern. Finally, problems might arise 
in identifying earned income which would be eligible for the special tax treat- 
ment. Individual proprietors and partners often receive returns from the busi- 
ness which are attributable in part to personal services and in part to capital, 
but it is very difficult to say how much is attributable to each. 


IV. Imputications or H. R. 4371 ror THe INpivipvat INcome Tax System 


Adoption of H. R. 4371 would create an inequity requiring extension of tax 
reduction to other forms of savings, especially those specifically or collaterally 
designed for retirement use or for the support of the principal’s dependents in 
the case of death. Savings in the form of life insurance policies and annuities 
would have primary claims for the same preferential treatment. Similar claims 
could be made for savings set aside for emergency purposes, e. g., deposits in 
mutual savings banks and building and loan associations and purchases of series 
E bonds. 

As the area was enlarged, it would be difficult to deny special treatment to 
savings which are less clearly related to the objective of providing for retirement 
or emergencies. For instance, home owners might argue that savings invested 
in their homes are required for the security of the family. Owners of small 
businesses might consider it necessary to reinvest their business profits for many 
years to promote the welfare of their families. 

The exclusion from the individual income tax base of particular forms of sav- 
ings might ultimately lead to converting individual net income tax to a tax on 
spending alone. This form of tax, levied at progressive rates, has been proposed 
in the past as a supplement to the income tax for the purpose of containing in- 
flationary pressures during an emergency. However, such proposals have not 
been considered as meeting the broad basic test of individual taxation in ace 
cordance with ability to pay. 

In a very real sense, therefore, the issue raised by H. R. 4371 concerns the fate 
of the income tax. This tax is the most important single element of our tax 
system, the element upon which progressivity in the distribution of tax burdens 
among individuals depends. It is true that, so long as the tax law contains 
provisions which permit one group of taxpayers to accrue savings tax free, those 
who cannot take advantage of these provisions will regard themselves to be 
discriminated against. However, considering the universal acceptance of the 
individual income tax as the keystone of the tax system, the public interest re- 
quires that the grievances of these groups be remedied by reducing the elements 
of preferential treatment now in the law rather than by enlarging them. Only 
in this way can the revenue yield of the individual income tax be protected and 
taxation according to ability to pay preserved. 


The CHarrman. Our next witness is Mr. Leslie M. Rapp, of 
Simpson, Thacher & Bartlett, of New York. 


STATEMENT OF LESLIE M. RAPP, NEW YORK, N. Y., REPRESENTING 
THE NEW YORK STATE BAR ASSOCIATION AND OTHER PRO- 
FESSIONAL GROUPS 


Mr. Rapr. Mr. Chairman and gentlemen of the committee, over a 
period of some 7 or 8 years—— 

Mr. Stwpson. Mr. Chairman, I would like for the record to dis- 
close, if | may, Mr. Rapp’s former association with this committee. 

The Cuarrman. Yes. The chairman will suggest that he give his 
name and address, and, of course, the chairman would like to observe 
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that Mr. Rapp is well known to the members of the committee. 
He was with the committee for a number of years. His services were 
so fine and valuable that we regretted very much his leaving us. 
I am sure anything he says, or any statement he makes, will be of 
considerable interest to the committee. 

Mr. Rapp. Thank you very much, Mr. Chairman. 

The CHArRMAN. Please give your name and address for the record. 

Mr. Rapp. My name is Leslie M. Rapp, of New York City, a 
member of the law firm of Simpson, Thacher & Bartlett. 

Over a period of some 7 or 8 years, since I left this committee and 
have been in New York, I have been working with various bar asso- 
ciation groups with a view to working out a plan for removing the 
present discrimination against professional persons particularly, but 
also against others not now covered by private pension plans, with 
regard to the establishment of retirement benefits for their old age. 

For several years, until early this year, I was chairman of the 
New York State Bar Association Committee on Personal Income 
Taxation, and in that capacity I took an active part in drafting the 
Keogh and Reed bills. 

I am still a member of that committee, and am also a member of the 
special committee on tax problems of the professions set up by the 
association of the bar of the city of New York, headed by Roswell 
Magill, whom I am sure you remember. 

Both of these organizations are in favor of the principles of the 
Keogh-Reed bills. 

Today, however, | am speaking more or less for all the organiza- 
tions sponsoring the measures in that it has fallen to my lot, as the 
draftsman of the bill, to explain its provisions to the committee. 

Some 17 years ago in this room we saw the birth of the Federal 
Social Security Act. I would venture the hope that today we might 
witness at least the labor pains of another act of equal social signifi- 
cance and need, 

The Social Security Act provided, among other things, for a pro- 
gram of noncontributory old-age pensions for persons in need. At 
the same time, in order to take care of the long-range problem of 
old-age retirement, it provided for a Federal system of mandatory 
old-age insurance for employed persons, to be paid for by the em- 
ployer and emplovee, and special taxes were imposed on them to 
collect the premiums. 

This program of old-age insurance, of course, only provides a bare 
minimum. The maximum which any single individual can obtain 
is $80 a month. That, of course, in these times is not very much 
with which to keep the wolf from the door. 

As has been brought out, I think by Mr. Combs of Texas, both 
prior to and subsequent to the Social Security Act we have also had 
private old-age pension plans. Various employers, either voluntarily 
or as a result of negotiation with labor unions, set up their own pension 
plans to provide old-age benefits for their employees. These plans 
have now been keyed in with social security so that they pick up 
where social security leaves off. In other words, they build on top of 
social security. 

Congress, from the very beginning, has encouraged these private 
pension plans. The Treasury Department has approved them. 
Under sections 23 (p) and 165 of the Internal Revenue Code the 
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employer contributions into these plans for their employees are 
deductible at the time made. The earnings of the fund are not taxed 
currently. The employee is not taxed currently on what his employer 
pays into the fund for him, even though it is in the nature of additional 
current compensation. He is taxed only when he gets the money at 
retirement, as and when he gets it. In other words, he is getting what 
amounts to a tax deferment on a portion of his earned income. 

Now, this preferential tax treatment has become an established 
national policy. I do not know of anybody who is advocating its 
repeal. It is provided for, as I say, under sections 23 (p) and 165 of 
the code. It is restricted to employ ee pension plans. You have to 
be an employee, and the plans have to meet certain requirements about 
nondiscrimination, to get the benefits. 

Now, self-employed people, such as farmers, professional people, 
shopkeepers, and so forth, since technically they cannot be their own 
employees, cannot come under those tax-favored pension plans. They 
only apply to employees. 

Recently —I think a vear or so ago—-this committee caused to be 
brought under the Social Security Act most self-employed persons; 
the shopkeepers and others. A number of professional groups, includ- 
ing lawyers and doctors and some others, asked to be not covered 
under that amendment. Mr. Roberts has given one explanation for it. 

So far as I am personally concerned, | would like to be covered under 
it. Lam sorry I am not covered under it. 

But I am not here to talk about that today. What I am talking 
about is what is built on top of social security. Even if all the self- 
employed were covered under social security, we would still have 
the problem we are here talking about, namely, of providing sypple- 
mental pension benefits to those not now covered under private pension 
plans. 

The fact is, as has been brought out here, people just do not have 
enough left after taxes to put anything aside for their old age. Thev 
have too many demands upon them. If they had the same right of 
tax deferment on a portion of their income that certain other persons 
have under section 165, they would be in a much better position to 
do so. I believe in fairness they are entitled to this equality of 
treatment. 

While | am making an appeal for all groups now denied this oppor- 
tunity, | especially want to call your attention to the plight of the 
professional people. My insurance broker sent me a booklet recently, 
trying to sell me some insurance. I read it, although I was not able 
to buy any more insurance. I noticed this very significant statement 
in there about professional groups. It says: 





The self-employed professional man must work out his own financial security 
program. He does not work for a corporation that has an old-age income plan or 
group insurance to protect his family. If he grows old and too feeble to engage 
in his professional duties, no kind-hearted employer finds a part-time or snap job 
for him to hold until he dies. Even if he is placed under social security, the 
benefits are too small to be of major importance. 

The only real pensioning plan the professional man can get is one he sets up 
himself. He has no business that will continue paving him an income when he 
is old, no acres to rent out, no factory to keep on paying dividends. The profes- 
sional man is on his own. 


Here is the real significant statement: 


Many a professional man today faces old age with less income than the lowliest 
paid worker of a big corporation. 
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That is not my statement. That is the statement made by the 
Research and Review Service, Inc., of Indianapolis. 

The purpose of this bill, the Keogh-Reed bill, is to remove the 
present discrimination against large groups of our citizens in regard 
to the establishment of private pension plans. It would accomplish 
this by the simple expedient of permitting the postponement of income 
tax with respect to a limited portion of earned income paid into a so- 
called restricted retirement fund. The amount so excluded, plus each 
participant’s share of the earnings of the fund, would be taxed ip later 
years when drawn down as pension benefits. This, in short, is the 
kernel of the plan I am laying before you. 

In a moment I will discuss the separate provisions of the bill. But 
I want to say at the outset that this bill is presented, not as a complete 
and finished draft, but primarily as a basis for discussion. We are 
not wedded to the particular provisions or wordage of the bill as 
regards matters of either form or substance. We are, however, 100 
percent behind its general objective. 

In drafting the measure one of our principal concerns was the 
question of coverage; whether to limit the bill to the self-employed, 
or whether to also bring in other persons not now covered by private 
pensions plans. And, also, whether to bring in persons inadequately 
covered under those plans, as in the case of people who are not covered 
under them long enough to get a substantial benefit. 

We have resolved the question by covering all of them. However, 
anybody who is now under a section 165 plan has to subtract from 
the deductions under this bill what is now paid in by his employer 
on his behalf under that type of plan. 

Now, in discussing the provisions of the bill I think it might be 
helpful if, as I went along I indicated various changes which we either 
recommend or are prepared to accept. 

Section 1 of the bill is the short title, which does not require any 
explanation. 

Section 2 would add a new subsection (p) of section 22 of the code, 
which relates to the definition of gross income. 

Under paragraph (1) of proposed subsection (p) any taxpayer would 
be permitted to exclude from gross income a portion of income for 
any taxable year paid within the year to a restricted retirement fund 
as defined. That portion of income, as I say, would be taxed later on 
when he draws it down. 

Proposed paragraph (2) sets up a limitation on the amount of income 
which can be annually excluded, which is limited to 10 percent of the 
earned net income, which means income from personal services, or 
$7,500, whichever is lesser. 

Mr. Eserunartrer. Let me ask you a question there, Mr. Rapp. 

Mr. Rapp. Yes, sir. 

Mr. Esernartrer. If a man is on salary of $7,500 and he also has 
some investments from which he gets enough to live, that $7,500 would 
then be absolutely tax free if he put it into one of these trust funds. 

Mr. Rapp. Not if he has an income of $7,500, Congressman. 

Mr. Esnernarrer. If he has an income of $7,500 

Mr. Rape. He can only deduct 10 percent. 

Mr. Esernarrer. That is his salary? 

Mr. Rapp. Yes. 

Mr. Esernarrer. In addition to that he has some investments. 
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Mr. Rapp. Yes. 

Mr. Esernarter. He can afford to put $7,500 into a retirement 
trust fund. Then he would not pay any tax at all on that $7,500? 

Mr. Rapp. That is not right because he cannot deduct the whole 
$7,500. He can only deduct 10 percent of his earned income or 
$7,500, whichever is the lesser. 

Mr. Esernarter. Whichever is lesser. 

Mr. Rapp. Which would be $750. 

Mr. Mason. Yes; but if he were getting $75,000, then he could put 
in $7,500. I am not losing any sleep over the $75,000 man. 

Mr. Keoau. Mr. Chairman, will the gentleman vield to me? 

I think you will find that by the provisions of the bill the basis on 
which the 10 percent is computed and the $7,500 ceiling fixed is 
income earned from personal services actually rendered. 

Mr. Mason. If I am a lawyer and a high-priced lawyer and get 
$75,000 a year, then I could set aside $7,500. 

Mr. Keoau. If you are that kind of lawyer vou can depreciate and 
write off your office furniture and equipment, but you cannot set up 
a reserve to cover loss of your own earning power. 

Mr. Rapp. With respect to this $7,500, we, of course, had to put 
some dollar limitation on the amount to be set aside. As a matter 
of fact, under the section 165 pension plans there is no dollar limita- 
tion. For example, if the president of United States Steel earns 
$200,000 a year and under that company’s plan they have a pension 
equal to 40 percent of the average salary for the last 5 years, he can 
have set aside on his behalf whatever premiums are required to pay 
that $80,000 a year pension, if that is what it happens to be. We 
at least have a limitation on our program here. We are not trying 
to take care of the $200,000 item. 

There are a lot of people, Congressman, who have fluctuating 
incomes, and that is particularly true in the professions. Joe Louis 
is a good example of a man who makes a lot of money in 1 year or in 
2 years, and thren later these people come down in their earning 
power and some even have to live on charity. That is true of the 
acting profession. They make a little money in 1 year, and it is 
taxed all away from them, and then they have nothing to live on 
from then on. They are not going to earn $75,000 a year forever. 

Now, by keying the exclusion to earned income as distinguished 
from investment income, the bill, in addition to dealing with the 
retirement problem also constitutes a gesture in the direction of again 
giving recognition, as did most prior revenue acts before the recent 
war vears, to the fact that income from personal services as dis- 
tinguished from investment income, is entitled to some tax differential 
in its favor. 

You remember, we used to have a 25-percent credit against the 
tax with respect to earned income. Later on, when you were trying 
to raise more revenue, you cut that down to a 10-percent deduction 
and then finally took it out of the law altogether. So that now there 
is no differential in favor of earned income. 

A doctor may have to spend $40,000 to become a doctor, but he 
cannot even write off the cost of becoming a doctor. 

If I go out and buy a peanut-vending machine, and vend peanuts, 
I can write off the cost of the machine against profits pro rata over 
the life of the machine, and ultimately get my money back tax-free. 
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But I cannot recover the cost of my education, and I get no deduction 
on account of the depreciation of my earning power or the depletion 
of the human body. 

Inasmuch as a substantial amount of capital is required to buy a 
retirement annuity providing even a modest pension, it is believed 
that the limitation of 10 percent of earned income, or $7,500, which- 
ever is the lesser, is reasonable. 

Theoretically, of course, it would be possible for some man making 
$75,000 or more a year from age 20 to age 60 or 65 to build up a con- 
siderable fund for retirement purposes. I do not think many people 
like that exist, particularly if all of it has to come from earned income. 
But if the committee feels it desirable, we certainly have no objection 
to setting up some lifetime limit on the total annual exclusions. In 
this connection it may be mentioned that there is no ceiling on the 
amount of benefits which may be paid under private pension plans. 

Mr. Byrnes. Why do you suggest a percentage limitation rather 
than just a dollar limitation on what may be contributed? It seems 
to me, what you are saying, under the percentage limitation, is that 
the more money you make, the more you can defer taxes on the larger 
amount. Is there any justice in that kind of distinction? Are you 
not better off by just having a dollar limitation? 

Mr. Rapp. The reason, Congressman Byrnes, is this: Suppose 
you allowed everybody a $1,000 “deduction. ° If a person only had a 
$1,000 income, it would w ipe out the whole tax. 

Mr. Byrnes. But where is the situation any different as far as the 
need or setting something aside for his future is concerned? 

Mr. Rapp. I do not see any in this respect, Mr. Byrnes. 

Mr. Byrnes. If he is making $3,000 and he can afford to take out 
$1,000, that is up to him. 

Mr. Rapp. There is nothing sacred about the 10-percent figure. 

Mr. Byrnes. I was just wondering what the reason was for fixing 
a percentage of the income as a base rather than taking simply a 
round figure? 

Mr. Rapp. One explanation is in order not to wipe out the entire 
tax base with respect to particular individuals. 

Mr. Byrnes. It seems to me that if the Government does lose in- 
come, it loses more income from the high-income person than from 
the small-income person. 

Mr. Rapp. We are trying to get equality with private pension plans. 
There the contribution is related to the salary percentagewise. In 
order to be consistent we would have to do it that way. There is 
something to be said for your point of view, but it is a matter of 
policy. 

Mr. Byrnes. That is all. 

Mr. Curtis. Is it not true that the amount that the taxpayer 
would pay to set aside for his old age would be tied to the amount of 
his income? 

Mr. Rapp. I am not sure that_I understand the question. 

Mr. Curtis. Mr. Byrnes has suggested that you might eliminate 
the percentage and use instead a round figure. It is entirely possible 
that that round figure would include all the income? 

Mr. Rapp. That is just the point that I made. 

Mr. Curtis. But it is quite obvious that he could not take all of 
his income and use it for retirement. 
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Mr. Rapp. It is obvious that he could not unless he had some 
investment income on the side. 

Mr. Curtis. I should like to ask you another question at this time, 
if I may. What is the difference between this and the old earned 
income credit, with the exception that there is a special provision as 
to what you have got to do with this? 

Mr. Rapp. | only brought the earned income credit into the dis- 
cussion because I felt that an additional argument for this bill was the 
fact that we are not only seeking equality with respect to people now 
covered under industrial pension plans, but by tying the deduction to 
earned income, some recognition is given to the fact that Congress 
used to recognize that earned income is entitled to a tax differential 
in its favor. And if you gave everybody a 10-percent deduction for 
earned income, that would be very nice, but that does not remove 
the discrimination against the people not now covered under private 
pension plans. 

Mr. Curtis. Now, as it stands, section 165 is not quite fair to the 
general public in several regards. The benefits of section 165 are 
extended to industries that constitute virtual monopolies and it 
means that the cost of these private pension plans is added to the 
cost of the product and the consuming public pays it. 

Mr. Rape. That is right. 

Mr. Currts. In a sense, it is a tax. 

Mr. Raper. I think the whole theory of it, Congressman, is that 
provision for the retirement of your emplovees constitutes a proper 
charge on vour business, a proper cost of doing business; and Congress, 
recognizing it as a proper cost of doing business, allows the employer 
to take a deduction for it and then, so as not to crucify the emplovee 
by making him pay a tax on money that he cannot put his hands on 
now, vou allow a deferment of the tax until he starts to draw down 
the benefits. 

Mr. Curtis. When one of my farmers buys a tractor, he is com- 
pelled to pay more for that tractor because of the pensions in the 
steel industry. 

Mr. Rapr. He is helping to pay for the pensions in the steel industry, 
there is no doubt about it. He is also helping to pay for the social 
security benefits in the steel industry. 

Mr. Curtis. But he gets no such benefit for himself under existing 
law. 

Mr. Rapp. That is right. 

The Cuairmin. The committee will recess at this time until 2 
o'clock. 

(Whereupon the committee took a recess until 2 p. m.) 


AFTER RECESS 


The Cuairman. The committee will please be in order. 

Mr. Keoau. 1 ask unanimous consent to insert in the record a 
statement on behalf of the American Institute of Chemists in lieu of a 
personal appearance here before the committee. That eliminates 
Witness No. 19. 

The Cuatrman. Without objection it is so ordered. 

(The statement referred to is as follows:) 
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SraTEMENT OF LiNcoLN T. Work, PREsIDENT, THE AMERICAN INSTITUTE OF 
Cuemists, New York, N. Y., «v Support or KeoGH anp REED BILLs, 
H. R. 4371 anv H. R. 3373 


The American Institute of Chemists has over 2,500 members distributed 
throughout the United States. It is now constituted of the following chapters, 
New York, New Jersey, Pennsylvania, Baltimore, Washington, New England, 
Alabama, Chicago, Ohio, Niagara, Louisiana, and Los Angeles. It is the pro- 
fessional organization serving the chemists in industry and in the universities 
of this country. Its members are employed by every important chemical company 
in the United States. Many of its members are‘in the profession of teaching 
chemistry in the colleges and universities, and many are self-employed chiefly as 
chemical consultants. 

The majority of the members are employed by corporations who have retirement 
plans. The membership, however, includes several hundred who are _ self- 
employed or work for concerns which do not have retirement plans. These 
members are at a distinct disadvantage. Those members employed by concerns 
having retirement plans in effect receive partial compensation for their services 
in the form of retirement income. Contributions made by their employers to 
provide such retirement income is tax exempt. The minority, however, do not 
get the same tax benefits. 

As a practical matter it is today exceedingly difficult, if not impossible, for 
chemists to save enough to provide adequate retirement benefits. This tends to 
reduce the efficiency of those not having retirement benefits because of worry 
over problems of old age and infirmity. The Institute believes the establishment 
of a retirement plan as provided for in the Keogh-Reed bills would eliminate such 
worry and hence would be a tremendous lift from the standpoint of the peace of 
mind with consequent improved productivity of the members who avail themselves 
of these retirement benefits. 

The institute approves in substance the Keogh and Reed bills H. R. 4371 and 
H. R. 4373 for the above reasons. 


The CuarrmMan. You may proceed, Mr. Rapp. 


TESTIMONY OF LESLIE M. RAPP, NEW YORK, N. Y.-Resumed 


Mr. Rapr. Mr. Chairman, before the recess I had reached the point 
in my statement where | was describing the deduction provided under 
the Keogh-Reed bill for amounts paid to a restricted retirement fund 
and referred to the limitations upon it. I think | have sufficiently 
covered that. 

Before proceeding to the next provision of the bill, 1 would like to 
say that, while the bill covers only amounts paid to a “restricted 
retirement fund,” as defined, we have no objection if the committee 
wishes to extend the bill to amounts paid as premiums for ‘restricted 
retirement annuities’ purchased from an insurance company, either 
directly by the taxpayer or through the trustee of a restricted retire- 
ment fund. 

We understand that the insurance companies feel that the bill, as 
drawn, would discourage the sale of annuities. They also feel that the 
taxpayer should have a choice whether he wishes to pay his money into 
a trust fund or to deposit it with an insurance company. I would 
suppose that in order to carry out the spirit of the bill such annuity 
contracts would have to include various restrictive provisions con- 
sistent with the limitations governing restricted retirement trusts, to 
make sure that a person could not draw his money any time he wanted 
to, but would have to keep it for retirement purposes. 

Mr. Mason. Do you not agree that the insurance companies have a 
legitimate reason if the bill is not drawn to take care of that? 

Mr. Rare. Yes. There may be some difficulty, also, from a 
practical standpoint of buying-annuity contracts directly under a 
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formula which limits the amount you could pay in any year. Usually 
you go to an insurance company and buy a single premium-annuity 
contract costing so much money or you pay a certain level premium 
over a period of years to provide for your ultimate retirement. That 
is an insurance-company problem, but I am sure it can be worked out. 

Whatever limit is placed upon the amount annually excludable 
under any general rule, it will inevitably fail adequately to provide for 
persons in middle life or beyond who will not have time within which 
to build up a sufficiently large credit. Under social security that is 
taken care of by giving you a bigger benefit than you have paid for. 
Under private industrial-retirement plans it is taken care of by a past 
service credit, with the employer contributing to the fund to make up 
the cost of what would have been paid in if the plan had been in effect 
earlier. « 

We feel the bill ought to be amended to take care of people now in 
middle life or beyond. One way this could be done would be to add 
a new paragraph to the proposed section 22 (p) setting up a special 
rule for persons of, say, 55 vears of age or beyond at this time. As 
to such persons, it could be provided that the amount annually 
excludable under pargaraph (1) shall be increased by an amount equal 
to, say, 1 percent for each year they are now over 55, subject to a 
$750 limitation. That would be multiplied by the number of years 
in excess of 55. If you are now 65 you would get a 10-percent addi- 
tional amount, or $7,500, whichever is the lesser. That would enable 
you to build up your fund a little faster, because you are now at an 
advanced age. 

In order to prevent this accumulation from being used for other 
than retirement purposes, we feel there ought to be a limitation on 
this additional exclusion, that it would not be available after age 75. 

Another way of handling the problem would be to provide pro- 
gressively higher exclusions by age brackets. That does not work out 
quite so smoothly, but it is a rough way of doing justice. 

In some cases taxpayers might prefer to pay in larger amounts in 
any given year, a larger amount than they could get a deduction for 
under the limitations. We feel that in such cases there probably 
ought to be a carry-over of the excess portion of the payment to 
later years, so that the exclusion could be taken in such later years, 
subject to the annual and any lifetime limitations that may be in 
effect. 

In other words, if you could deduct only $3,000 this year and you 
wanted to buy a single premium policy that costs you $10,000, you 
take the excess amounts as deductions in future years if you have not 
used them up otherwise in those years. 

To proceed with the discussion of the present bill—I will hurry 
over it quickly — 

Paragraph (3) of proposed subsection (p) is simply a cross-reference 
to the definition of a restricted retirement fund, found in proposed 
section 173 of the Code. 1 will discuss this in its proper order. 

Paragraph (4) is a definition of “earned income.”’ This provision 
is based on prior revenue acts when there was a special earned income 
credit. Actually, the definition of “earned income”’ simply means it is 
income from personal services as distinguished from income from 
investments. 
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It has been suggested by artists, authors, and composers that the 
definition contained in the bill should be broadened to cover income 
from any literary, musical, or artistic composition created by the tax- 
payer, and income from a copyright on such a composition. I might 
say that when Senator Ives proposed the substance of the Keogh- 
Reed bill as an amendment to the revenue bill of 1951, he modified 
the measure to include this change, which I believe is proper. 

Paragraph (5) of proposed subsection (p) requires a taxpayer eclect- 
ing the benefits of the bill to file with the Commissioner a consent to 
have taxed in the manner specified in the bill the portion of income 
excluded from gross income under paragraph (1). This was done to 
make doubly sure the Treasury would have no difficulty in collecting 
the tax at that time. 

Section 3, which is found on page 4 of the bill, adds a new sub- 
paragraph to section 22 (b) (2) of the code, providing for the taxation 
of annuities. Incidentally the subparagraph should be designated 
(D) instead of (C) by reason of an addition to the code made by the 
1951 Revenue Act. 

Mr. Mason. You are suggesting several amendments or changes 
in these bills to cover the program as you and your organization seem 
to feel it should be. Do you not realize that every change that is 
made in this bill will require a lot more consideration and will require 
more lengthy executive meetings of this committee, and the time is 
short. 

Mr. Rapp. I rather thought, Mr. Mason, that these suggestions 
might even limit the testimony, because I think some of the people 
who are appearing are going to suggest that the bill ought to be 
amended in this respect or that respect, and I am simply saying that 
so far as those who are behind this bill are concerned, we have no 
objection to bringing in direct purchase of annuity policies, doing 
away with the requirement of having association sponsorship of a 
fund and providing for the people now in middle life. We are perfectly 
willing to accept those changes. I do not think it should prolong the 
executive session any more than the original draft. It probably ought 
to shorten it. 

As to section 22 (b) (2), as I say, we propose to add a provision 
covering restricted retirement annuities and their method of taxation. 
That is simply a technical provision. The cost basis of those annui- 
ties naturally would be zero because the money with which they were 
purchased has not paid tax. When the person draws the money down 
everything he gets is taxable. 

Section 4 adds to supplement E of the code a new section, section 
173, dealing with the tax treatment of restricted retirement funds and 
defining the term “restricted retirement funds.”’ 

Subsection (a) provides that a trust constituting a restricted retire- 
ment fund shall not be taxable. That, of course, is consistent with 
the treatment of trust funds set up under section 165 for employer- 
employee retirement funds. 

Subsection (b) defines a “restricted retirement fund” as a trust 
forming part of a retirement plan set up by a bona fide agricultural, 
labor, business, industrial, or professional association, or similar 
organization, for the exclusive benefit of its participating members for 
the purpose of distributing to such members or their beneficiaries the 
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corpus, profits, and earnings of the trust accumulated by the trust in 
accordance with the plan, with these various restrictions: 

The interest of any participating member must be nonassignable 
except as to his right to designate one or more beneficiaries to receive 
any interest in the trust to which he may be entitled at his death, or 
to elect a survivorship option under any annuity contract through 
which his interest in the trust may be distributed. 

The designation of a trustee or successor trustee under the bill as 
drawn must be restricted to a bank. The trustee must be authorized 
and directed to invest the assets of the trust in securities which are 
legal for the investment of trust funds by such bank. 

Except in the case of his total and permanent disability, which 
would be certified by an affidavit by a licensed physician, the distribu- 
tion of the interest of any participating member in the trust may not 
be made to him during his lifetime at a date commencing earlier than 
his age 60. That is to make sure this is strictly a retirement program. 

The distribution could only be made in one of the following ways: 
Payment in lump sum, which is one of the methods of distribution 
under section 165, private pension plans, and in annual installments; or 
by the purchase by the trustee in the name of the participating mem- 
ber of one or more single-premium, noncommutable, life-annuity 
contracts. 

Mr. Kean. Why do you want to have this at age 60 instead of 65 
as covered by social security? Your predecessor on the stand said 
that people did not retire who were self-emploved and that one of the 
reasons they were hesitant about going into social security was the 
fact that they never retire. Under social security you have age 65 
and here vou have age 60. 

Mr. Rapp. There is nothing sacred about this age limit. As a 
matter of fact, I think it is probably true, as Mr. Roberts said, that 
there is a tendency on the part of lawyers to continue practicing until 
they die. They may slacken off in their attendance at the office, 
but they do participate to some extent. 

Mr. Kean. Why did vou put in age 60? 

Mr. Rarpr. We said not earlier than age 60. T assume any lawyer’s 
plan probably would provide for age 65. I have no objection if you 
want to make it age 65. 

Mr. Kean. I was just wondering what your reason was; that was 
all. 

Mr. Raper. We had to pick some age, and some people might want 
to retire at age 60 if they are able to. I would like to myself. 

Mr. Kran. Some people on social security would like to get their 
payments at 60, too. Do you want to make them a favored class? 

Mr. Rare. I would not call it a favored class. If you want to 
make it 65, | am not going te raise any objection to it. 

Mr. Reep. There is another question raised. I noticed several 
articles by Professor Schlecter on a pension system. He thinks the 
age of retirement is too low and ought to be around 70. He thinks 
those people would benefit the country if the age was 70 before re- 
tiring. With reference to lawyers, I believe this to be generally 
true: that a lawyer throughout the years accumulates in his savings 
a great many wills and at an old age he probates those wills. He 
might have a very substantial income up to 90 years old, if he lived 
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and had his health. I know plenty of old lawyers who handle estates 
and wills very well. 

Mr. Rapp. Of course that is one reason some of them do not want 
to be covered under social security, because even though they had 
paid for their social-security pension they could not draw it as long 
as they had $50 of monthly income. 

As previously mentioned, we have no objection if the committee 
wants to expand the bill te permit the taxpaver or the trustee to 
buy a restricted retiremeat annuity policy from an insurance com- 
pany instead of putting money in a trust fund. Also, we believe it 
would be desirable to broaden the investment powers of the trustee 
consistent with the rule applicable to that under private pension 
plans, which allows any investment permitted by the trust agreement 
to the extent allowed by local law. That would give the trustee a 
little broader power of investment. 

It has been suggested in some quarters that the provision requiring 
the sponsorship of a restricted retirement fund by some bona fide 
organization should be eliminated. We feel that there are sound 
reasons Why there should be some responsible sponsorship of a re- 
stricted retirement fund, but we are amenable to any change which 
the committee might see fit to adopt, along the line possibly of per- 
mitting banks or other fiduciaries approved by the Secretary of the 
Treasury to receive these funds, whether or not a person belonged to 
any one of these organizations. 

We are not trying to use this bill as a method of building up mem- 
bership in the bar associations or membership in a labor union or 
other groups, so if the committee wants to throw that out we have 
no objection to that. 

Subsection (c) relates to the taxability of beneficiaries under a 
restricted fund. It provides that where the interest is distributed 
through purchase of an annuity contract, the beneficiary is taxed as 
he receives the payments. Where the interest is distributed in install- 
ment payments by the trustee, the amounts distributed are taxable 
as received in the same manner. Provision is also made that where 
the entire interest is distributed in a lump sum it shall be considered 
a gain from the sale or exchange of a capital asset held for more than 
6 months. This is the same treatment as is accorded lump-sum 
payments under private retirement plan qualifying under section 165. 

Section 5, the last section of the bill, provides that the amendments 
made by the bill shall be applicable with respect to taxable years 
beginning after December 31, 1950. Of course, that would have to 
be changed in the event of enactment of this bill. 

This concludes my explanation of the bill. I would be glad to 
answer any questions concerning the measure. 

The CuatrmMan. Do you support the bill as is, or are vou supporting 
certain amendments? 

Mr. Rapp. I am supporting the bill as is in principle. I say that 
we are not wedded to the wordage of it or to the particular provisions. 
We feel that :there are certain amendments that would improve the 
bill, and I have referred to them in my testimony. 

The CuarrMan. You say “We.” 

Mr. Rapp. I mean the various professional and other organizations 
which have united in support of the Keogh-Reed bill. We have 
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been working together to try to work this thing out so that it meets 
the problems of everybody, not just simply the lawyers, but the 
doctors, the accountants, and the architects, the corner druggist and 
the farmer. You are going to have testimony here from the farm 
people and others. 

The Cuarrman. I understand you support the bill in principle 
rather than in detail. 

Mr. Rapp. Yes; because we recognize that the committee is going 
to redraft this bill, send it to the drafting service, as it always does, and 
make certain changes, and we simply want to say that we support the 
principle of it and if vou want to make some changes, that is well and 
good. We hope that the principle will not be departed from too far. 

The Cuarrman. Would vou kindly give us an estimate of the current 
revenue effect in the next 2 or 3 or 4 years, during the emergency 
when we are so hard pressed for revenue? What would you estimate 
the current revenue effect would be for the next 2 or 3 vears? 

Mr. Rapp. Mr. Chairman, I regret to say I do not have any esti- 
mates of loss of revenue. I had hoped that by this time we would 
have had the benefit of a report from the Treasury Department going 
into that feature. They, of course, are in a better position to make 
those estimates than we are. We have no facilities. However | will 
say that the cost of this bill to the Treasury Department in the next 2 
or 3 vears will be small. Even if this bill were the law today, there is 
not a single trust that could be set up under most State laws, because 
of the rule against perpetuities. We have to go to all the State 
legislatures and get an amendment to the law making an exception of 
this kind of a pension trust, as they have in the case of private pension 
plan trusts. They have to make an exception that we can accumulate 
these funds, despite the law against perpetuities. 

We would also have to go to the State legislatures and get the same 
kind of tax exemption with respect to the earnings of the trust fund 
and with respect to payments into the fund. For example, in New 
York we will have to go to the New York Legislature and get similar 
legislation enacted, so I do not see as a practical matter how this 
thing can get into overation for another year or two. 

The Cuarrman. How long do you anticipate that it would take to 
get the approval of the State legislatures if this committee of Congress 
should act favorably upon the bill? How long do you estimate it 
would take before you get the benefits? 

Mr. Rapp. In some States it might take a couple of vears, because, 
as you know, many legislatures only meet biannually. Some meet 
every year. I would suppose it might take 2 years to get this plan 
into operation. Even then I do not think anybody has any idea that 
everybody who is entitled to participate under it would do so. I am 
not sure that I would. I have a lot of uses for my money that is left 
after taxes besides my retirement—paying the mortgage on the house, 
the wife thinks she needs a new fur coat this year as she has not had 
one for several years, and that sort of thing. I may have medical 
expenses. You cannot decide in advance how much you are going to 
put aside. 

The CrarrMan. It is a voluntary system. 

Mr. Rapp. It is purely voluntary and the person participates or not 
as he is able to. 

The Cuairman, Are there any questions? 
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Mr. Coorer. Mr. Chairman, I have just one question for infor- 
mation. 

Of course, we had the pleasure of having vou here with us for many 
years and working with the committee, and I am sure you remember 
the experience we had in drafting social security and the amendments 
to it. Do you know that voluntary plans are never considered 
desirable plans? 

Mr. Rape. Mr. Cooper, that is true insofar as social security is con- 
cerned, and the reason it is true is that under a voluntary plan you 
pick and choose. The fellow who gets the biggest benefit is going to 
choose, just like if you cover self-employed people under social security 
on a voluntary basis, the people who are going to elect to take advan- 
tage of it are the people who are now in middle life or beyond who are 
going to get back three or four hundred percent on their money. 

Mr. Cooper. I am just asking for information entirely. Why 
would not the same thing happen under this? 

Mr. Rapp. Because, Mr. Cooper, nobody is going to get anything 
out of this except what they put in. You cannot get back more than 
you put in, plus the earnings on vour money. You cannot have some- 
body else pay for your benefits under this plan. You have to pay for 
your own. 

Mr. Coorer. And vou do not think the voluntary phase of the 
thing would be any trouble under a svstem of this kind? 

Mr. Rapp. No, I do not. 

The Cuarrman. | did not think it was a pay-in system. I thought 
you just got so much deduction on your tax return. 

Mr. Rapp. No, Mr. Chairman. Let us assume that I have an in- 
come of $10,000 which is all earned income. Under this bill 1 am 
entitled to take a deduction up to a thousand dollars. 

The CuarrMan. But vou would not call it a deduction to pay in, 
would you? 

Mr. Rapp. For money paid into a restricted retirement fund. In 
other words, it is money salted away for my old age. 

The CuarrMan. You just take a certain percentage of vour taxes 
and put it in this fund; is that right? 

Mr. Rapp. Income, not taxes. Let us take my example of $10,000 
income. Normally | now pay a tax on the whole $10,000, after taking 
off my deductions and exemptions. Under this bill, if 1 took a 
thousand dollars and put it aside for may old age under one of the 
methods provided, salted it away, I would only pay a tax now on 
$9,000, but when | drew that thousand dollars down in 1960 or what- 
ever year I took it down, | would then pay tax on it, just like happens 
under the private pension plans now set up by corporations. The 
officers and emplovees have their boss put money aside for their old 
age. Without the benefit of section 165 of the code, that would now 
be taxable income to them. 

The CHatrmMan. However in this retirement fund you just pay in 
the amount deducted from your tax? Am T right about that? That 
is what I want to know. 

Mr. Rarpv. It is not taking that many dollars off your tax. For 
example, let us sav I have a $10,000 income and I have put a thousand 
dollars aside. If I had kept that thousand dollars I may have paid a 
tax of $300 on that thousand dollars. 
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The Caarrman. What became of that thousand dollars you did not 
set aside? 

Mr. Rapp. I would have paid a tax on it, but I would not have- 
paid the whole thing as tax. The thousand dollars would have been 
taxable and I would have paid whatever rate was applicable on that 
thousand dollars. That might be 20 percent, 30 percent, or 40 per- 
cent. What was left after taxes I would then have. 

The Cuarrman. However, you would not have paid that whole- 
thousand dollars in taxes. 

Mr. Rapp. No; I would not have had to pay it in taxes. Let us: 
assume the rate on $10,000 was 30 percent. Maybe I paid $300 in on 
the thousand dollars. 

The CuarrMan. Is this not a little difficult for the layman to under- 
stand just how much tax loss there is? 

Mr. Rapp. I think it is difficult for a layman to understand. I 
think it is difficult for me as a layman, in the sense that I am not a 
qualified actuary, to make these estimates, how much it would cost, 
but I think the Treasury could come pretty close to telling you. I 
think Mr. Stam could come pretty close to telling vou. I do not 
think any of them know, because they do not know how many people 
will take advantage of it. 

The Cuarrman. It is a little surprising to me that those advocating 
this bill cannot give us some idea of the revenue effect of it. 

Mr. Rapp. I can say this: I do not think it will cause any staggering 
blow to the Treasury Department. Beyond that I cannot make anv 
estimates. 

Mr. Kean. Mr. Rapp, what is the treatment of this in case a man 
dies? Take the man who gets the maximum amount under your 
suggestion of $150,000. He salted it away in these Government 
securities. He dies and that $150,000 is part of his estate. 

Mr. Rapp. Not only is it part of his estate and it goes in for an 
estate tax; but when that money is received by the individual bene- 
ficiaries, they pay ordinary income tax on it because it is in the nature 
of deferred income. 

Mr. Kean. Maybe that money has to be paid to the Government 
for estate tax. Maybe the beneficiary never gets any. 

Mr. Rapp. They would not have to pay it all for estate tax. 

Mr. Kean. I do not quite understand what you mean. Do you 
mean the estate would have to pay the estate tax on the $150,000 and 
an income tax? 

Mr. Rapp. The estate would pay the estate tax. 

Mr. Kean. You cannot allocate the money that a beneficiary gets 
unless it is specifically left to him. Normally in an estate it is all 
put in and these bonds would be the same as any other security. 

Mr. Rapp. Let me give you an example. Take your brokerage 
people. Somebody is a partner in a brokerage firm. He dies. At 
the time he dies he has a right to, say, $10,000 of the earnings. That 
right to $10,000 goes into his estate. It is part of his estate, but under 
section 12€ whoever gets the benefit of that also has to pay an income 
tax on it, but there is a provision in section 126 that they get a credit 
for the portion of the estate tax attributable to that income when 
paid out to the beneficiary. Now, it is not clear that there would be 
any estate tax credit, in the case of annuities, since the Treasury 
Department has ruled that where you have payments received under 
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annuities section 126 does not apply and vou do not get any estate 
tax credit. It goes into the estate, is taxed there and when it is paid 
out in annuities, it is taxed as ordinary income to the beneficiaries. 

Mr. Kean. I do not quite see when it would be considered income. 
Would it be considered income when a man dies? An estate or some- 
body that had $150,000 of this probably would have some other assets, 
too. 

Mr. Rapp. It would go into his estate at that time and the estate 
would pay tax. 

Mr. Kran. How about the income? 

Mr. Rapp. Whoever under the msurance contract was entitled to 
that annuity would pay tax on it as ordinary income as the payments 
were received. 

Mr. Kean. Your thought is on these annuities that they would all 
have to be specifically left to a wife or a child or somebody like that? 

Mr. Rapp. Yes; or they might be left to the estate. 

Mr. Kean. Then, the estate would have to pay at the vear of the 
death what was left to the estate? 

Mr. Rapp. Yes. 

Mr. Kean. If there was $150,000 worth, you might end up com- 
pletely wiping out everything and in fact taxing more than originally 
put in. 

Mr. Rapr. It might be tough. I do not think you would ever 
reach the point of confiscation. 

Mr. Kean. If vou had a 70-percent estate tax and $150,000 income 
with an 80-percent tax on that, too, then there would be the set-off 
against it. 

Mr. Rapp. As you know, Congressman, there has been quite a 
bit of agitation to have the employee pensions exempt from the 
estate tax. What the committee may do about it, I have no idea, 
but there is some feeling that it is rather unfair to stick them twice 
there, both the estate tax and the income tax. 

Mr. Reep. The other day I called the Treasury Department to 
find out how many pension plans had been approved. I recall the 
figures were over 16,000. Those, of course, are corporation pension 
ad, I assume, and what we are seeking to do here is to give the 
professions a chance to establish some plan to protect themselves. 

Mr. Rapp. That is exactly right. We are not asking for any special 
privilege that is not accorded to somebody else. We are simply 
pointing out that Congress enacted this superstructure of pensions 
on top of social security, and it took care only of employed people. 
You had to be an employee. As you know, a member of a partner- 
ship is not an employee of the partnership. A sole proprietor is not 
his own employee, so he is left out in the cold. 1 do not think Con- 
gress necessarily intended that, but that was the way it was done. 

Mr. Reep. | think Congress followed the line of least resistance 
rather than to deal with the highly technical problem at the time. 

Mr. Rapp. That may have been the case. A person who was self- 
employed was left out of social security too, originally. 

The Cuarrman. We thank you very much, Mr. Rapp, for your 
appearance. 

(The following matter was inserted as requested by Mr. Keogh.) 
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A BILL 


To remove the discrimination against certain persons in regard to the establish- 
ment of private pension plans by permitting the postponement of income tax 
with respect to a portion of earned net income paid to a restricted retirement 
fund or as premiums under a restricted retirement annuity contract. 

Be it enacted by the Senate and House of Representatives of the United States of 

America in Congress assembled, That this Act may be cited as the ‘Individual 

Retirement Act of 1952.” 


SEC. 2. EXCLUSION OF PORTION OF INCOME PAID TO A RESTRICTED RETIREMENT 
FUND OR AS PREMIUMS UNDER A RESTRICTED RETIREMENT ANNUITY 
CONTRACT, 


Section 22 of the Internal Revenue Code is amended by adding at the end 
thereof the following new subsection: 

“(p) Amounts Parp To a Restrictep ReTrreMeENT FUND oR as PREMIUMS 
Unper a Restrictep Retirement ANNuITY ConTRACT.— 

(1) GeNeRAL RULE.—In the case of an individual, there shall be excluded 
from gross income the portion of income for any taxable year paid within 
such year to a restricted retirement fund or as premiums under a restricted 
retirement annuity contract. Such portion of income shall be taxable at 
the time and in the manner provided in sections 22 (b) (2) (D) and 173. 

“(2) Limrrations.—The total amount execludible under paragraph (1) for 
any taxable vear shall not exceed 10 per centum of the taxpayer’s earned net 
income, or $7,500, whichever is the lesser, minus any amounts contributed 
by an employer of the taxpayer in connection with his employment during 
such taxable vear— 

“(A) to or under a plan meeting the requirements of section 165, or 
“(B) toward the purchase of an employee’s annuity contract described 
in the first sentence of subsection (b) (2) (B) of this section. 
The provisions of paragraph (1) shall cease to apply to a taxpayer after the 
aggregate of his annual exclusions thereunder reach a total of twenty times 
the maximum annual exclusion in dollars specified in paragraph (1). 

“(3) SpeciaL Ruve.—lIn the case of an individual who before January 1, 
1952, had reached his fifty-fifth birthday, the amount annually excludible 
under paragraph (1) shall be increased by an amount equal to 1 percentum of 
the taxpayer's earned net income, or $750, whichever is the lesser, multiplied 
by the number of vears of his age in excess of fifty-five determined as of 
January 1, 1952, but not in excess of twenty. The additional exclusion under 
this paragraph shall not apply to taxable vears after the taxable year in which 
the taxpayer reaches age seventy-five. 

“(4) Carry-oveR.—Any amount paid under paragraph (1) during any 
taxable vear in excess of the amount excludable from gross income in such 
year under the foregoing limitations shall be excludable in the succeeding 
taxable vears in order of time to the extent of the difference between the 
amount actually paid and excluded in each such succeeding year and the 
maximum amount excludable for such year under such foregoing limitations. 

(5) DeFINITION OF RESTRICTED RETIREMENT FUND.—For definition of 
‘restricted retirement fund’ see section 173 (b). 

“(6) DEFINITION OF RESTRICTED RETIREMENT ANNUITY CONTRACT.—For 
the purposes of this Chapter a ‘restricted retirement annuity contract’ means 
an annuity contract, in such form as may be approved under Regulations 
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prescribed by the Commissioner with the approval of the Secretary, pur- 
chased by the taxpayer from an insurance company, under the terms of which 
contract— 

‘“‘(A) income payments commence not earlier than the date of attain- 
ment of his age sixty; 

**(B) except in case of his permanent and total disability (which shall 
be certified to the insurance company by affidavit of a licensed physi- 
cian) no refund, cash surrender value or other cash benefit is payable 
prior to his attainment of such age; and 

“(C) there is no right on the part of the taxpayer to assign the con- 
tract, except to designate one or more beneficiaries to receive any guar- 
anteed minimum return thereunder and except to purchase an annuity 
contract providing joint, survivorship, or joint and suvrivorship benefits 
in favor of his spouse or any dependent or dependents, 

(7) DEFINITION OF EARNED INCOME, Erc.—For the purposes of this sub- 
section— 

(A) ‘earned income’ means wages, salaries, professional fees, and 
other amounts received as compensation for personal services actually 
rendered, income from any literary, musical, or artistic composition 
created by the taxpayer, and any income from a copyright on such a 
literary, musical or artistic composition, but does not inelude any 
amount not included in gross income (computed without reference to 
this subsection), nor that part of the compensation derived by the tax- 
payer for personal services rendered by him to a corporation which 
represents a distribution of earnings or profits rather than @ reasonable 
allowance as compensation for the personal services actually rendered; 

“(B) ‘earned income deductions’ means such deductions as are allowed 
by section 23 for the purpose of computing net income and are properly 
allocable to or chargeable against earned income; and 

“(C) ‘earned net income’ means the excess of the amount of earned 
income over the sum of the earned income deductions 

“(D) In the case of an individual proprietor or member of a partner- 
ship who performs personal services in the business of such proprietorship 
or partnership, the portion of the profits actributable to his personal 
services shall be deemed ‘earned income’; and in the case of a taxpayer 
engaged in a trade or business in which both personal services and 
capital are material income-producing factors, the determination of the 
portion of the profits attributable to personal services shall be made 
under regulations prescribed by the Commissioner with the approval of 
the Secretary. 

(5) CONSENT RY TAXPAYER.—This subsection shall be applicable only to 
a taxpayer who files with the Commissioner, in such manner, in such form, 
and within such time as the Commissioner, with the approval of the Secre- 
tary, may by regulations prescribe, a consent to have taxed in the manner 
specified in sections 22 (b) (2) (D) and 173 (ec) the portion of income excluded 
from gross income under paragraphs (1), (2) and (3).”’ 
SEC. 3. INCLUSION IN GROSS INCOME OF ANNUITY PAYMENTS RECEIVED FROM A 
RESTRICTED RETIREMENT FUND 
Section 22 (b) (2) of the Internal Revenue Code (relating to annuities) is 
amended by adding at the end thereof the following new subparagraph: 

“(D) Res?TRICTED RETIREMENT ANNUITIES.—If an annuity contract 
is purchased by a trustee for an individual under a plan with respect to 
which section 173 is applicable, or if such individual has purchased a 
restricted retirement annuity (as defined in subsection (p) (6)), such 
individual shall include in his income the amounts received under any 
such annuity contract for the year received; and for the purposes of this 
chapter such annuity contract shall be deemed to have a basis of zero.”’ 

SEC. 4. RESTRICTED RETIREMENT FUNDS 

Supplement E of the Internal Revenue Code (relating to the taxation of estates 
and trusts) is annended by adding at the end thereof the following new section: 
*SEC. 173. RESTRICTED RETIREMENT FUNDS 

“(a) Exemption From Tax.—A restricted retirement fund shall not be tax- 
able under this supplement and no other provision of this supplement shall apply 
with respect to such fund, 

“(b) Derinition or Restricrep Retirement Funv.—For the purposes of 
this chapter a ‘restricted retirement fund’ means a trust forming part of a bona 
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fide retirement plan for the exclusive benefit of its participating members for the 
purpose of distributing to such members or their beneficiaries the corpus, profits, 
and earnings of the trust accumulated by the trust in accordance with the plan 
if under the plan and the trust instrument— 

**(1) the aggregate annual payments into the fund by a participating mem- 
ber are limited to the amount annually excludible from his gross income 
under paragraphs (1), (2), and-(3) of section 22 (p);! 

(2) the interest of a participating member is nonassignable, except as to 
his right— 

(A) to designate one or more beneficiaries to receive any interest in 
the trust to which he may be entitled at his death and 

“(B) to designate his spouse or any dependent or dependents as a 
joint, survivor, or joint and survivor annuitant under any annuity con- 
tract through which his interest in the trust may be distributed: 

**(3) the trustee is a bank (as defined in section 104) or is a fiduciary 
approved under regulations prescribed by the Commissioner with the 
approval of the Secretary, and is authorized and directed (i) to inv. st and 
reinvest the assets of the trust in securities which are legal for the investment 
of trust funds by such trustee or (ii) to apply the amounts paid into the fund 
by each participating member to the purchase of one or more restricted 
retirement annuity contracts on the life of such member, to which the 
trustee shall hold legal title and exercise all options until its maturity; 

““(4) except in case of his total and permanent disability (which shall be 
certified to the trustee by affidavit of a licensed physician), the distribution 
of the interest of any participating member in the trust may not be made to 
him during his lifetime at a date commencing earlier than his age sixty and 
may only be made under one or more of the following optional methods of 
distribution to be elected by him— 

(A) in a lump sum; 

“(B) in annual installments of a designated amount over a period of 
years; 

“(C) by the purchase by the trustee from an insurance company 
designated by the participating member, in the name of such member, 
of one or more single premium life annuity contracts (with or without 
& guaranteed minimum return and with or without provision for a joint, 
survivor, or joint and survivor annuitant). 

“(e) Taxapiiry oF BENEFICIARY.—The amount actually distributed or made 
available to any distributee under a restricted retirement fund under the option 
described in subsection (b) (4) (C) shall be taxable to him under the provisions 
of section 22 (b) (2) (D), and the amount actually distributed or made available 
to any such distributee under one of the options described in subsections (b) (4) 
(A) or (B) shall be taxable to him, in the year in which so distributed or made 
available, under the provisions of section 22 (b) (2) (D) as if it were an annuity 
under an annuity contract taxable under such section, except that if the entire 
interest is distributed in a lump sum under the option described in subsection (b) 
(4) (A) after having accumulated over a period of more than five years it shall be 
considered a gain from the sale or exchange of a capital asset held for more than 
six months.’’ 


SEC. 5. TAXABLE YEARS TO WHICH APPLICABLE. 

The amendments made by this Act shall be applicable with respect to taxable 
years beginning after December 31, 1951. 

The Cuairman. Mr. Kinderman, please give your name and address 
to the reporter for the benefit of the record, and the capacity in which 
you appear. 


STATEMENT OF ROBERT H. KINDERMAN, ATTORNEY AT LAW, 
CHICAGO, ILL. 


Mr. KinpermMaAn. My name is Robert H. Kinderman. I am with 
the law firm of Sidley, Austin, Burgess & Smith, 11 South La Salle 
Street, Chicago, Ill. I am not appearing on behalf of any group. 

The Cuarrman. Could you give us some idea of the time you will 
take? 





! This provision would have to be eliminated or modified if the carry-over provision on page 3 is retained, 
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Mr. Kinperman. About 10 to 12 minutes, | think. 

The Cuarrman. We have a long calendar and we wish to finish 
today. 

Mr. KinperMan. | will hurry along. 

I wrote an article on these two bills for the Illinois State Bar Journal 
entirely unsolicited, because I interested myself in the subject when I 
saw it in the various publications, and entirely unsolicited I received 
a call from a member of the committee of the American Bar Associa- 
tion and he requested that I come down here to testify and give my 
views and perhaps of those lawyers with whom I have discussed it. 

I happen to know, although I am not speaking for the Illinois 
State Bar Association, that in submitting this article to the Illinois 
State Bar Journal, the chairman of the Illinois State Bar Association 
informed me that the association through its board of governors had 
approved the substance of the Reed-Keogh bills and at least to 
that extent I think I represent the sentiment of a large segment of the 
population of the lawyers in the State of Illinois. 

I would like to point out that my remarks apply to all self-employed 
persons as well as to lawyers. However, my illustrations will be 
concerned largely with lawyers, simply from the point of view of 
illustrations and to highlight some of the differences between self- 
employed and employed persons. 

The subject of my article in the bar journal was Should Lawyers 
Retire? And in order to pose the question I suggested that for those 
who would answer in the affirmative there should be an effective and 
practical program available if they desired to use it. Unfortunately, 
under the provisions of the Internal Revenue Code as now written, 
self-employed persons, including lawyers must provide for thir own 
retirement out of what they have left after paving Federal income tax. 
Perhaps in no other profession are the practitioners’ earnings low for 
so long a period of time at the outset of their careers as those of 
lawyers. Statistics show that a lawver’s earnings reach a peak in his 
fifties and then slope off in his later vears. The present tax rates 
operate to make it practically impossible for a lawyer to accumulate 
capital in sufficiently large amounts to provide any reasonable liveli- 
hood in his declining years. 

Persons employed by corporations and other forms of business 
organizations, including managerial executives, can create a retirement 
fund out of dollars which are not subject to tax, by reason of the 
provisions of the Internal Revenue Code allowing the deduction from 
gross income of funds set aside for pension plans. There appears 
to be no good reason why lawyers and other self-employed persons 
should not be accorded, under the internal revenue laws, equal rights 
with employed persons to set aside retirement capital tax-free during 
their earning years. 

Before a conclusion is reached as to the desirability or undesirability 
of the Keogh-Reed bills, the problem intended to be met by these 
bills should be discussed at some length. In the large majority of 
instances, a lawyer’s income is mostly or entirely earned income. At 
least this is the nature of the income he derives from the practice of 
his profession. 

Although previous revenue laws contained some little preferential 
treatment for earned income, these provisions have almost completely 
disappeared. The only noteworthy exception is section 107, which 
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permits a calculation of tax on a basis of allocating income earned 
over a period of 3 years or more to the period during which it was 
earned, when all or almost all of the fees are received in 1 year. 
The Government, however, scrutinizes closely the bases for claiming 
the benefits of this section. Thus, lawyers find themselves with their 
normal type of income subject to the highest tax rates with no practical 
means of available relief. 

This is in sharp contrast to the favorable treatment accorded to those 
in business. Those who are either employed by or who are executives 
of corporations have the advantage of participating in the benefits. 
of a pension plan in the large majority of cases. These benefits are 
often substantial and will probably become more so with the continued 
existence of high tax rates. This is true because the contributions 
of a corporation to a qualified pension plan are fully deductible from 
the corporation’s gross income for both income and excess profits tax 
purposes. Hence, the more money a corporation makes, the less is the 
net cost to the corporation of such pension plans. 

By and large, those in business who are not beneficiaries of such 
plans lack such benefits by reason of personal choice. If employees, 
they can shift to occupations in other organizations where such plans 
are available. If executives, they are probably in a position to 
institute such plans if they so desire. In other words, in their chosen 
occupations they have the opportunity to provide a capital fund for 
retirement age out of current earned income. This earned income, 
so used, is accumulated and set aside tax-free at the time it is earned. 
It is not taxed to the executive or emplovee until it is paid to him after 
retirement, at which time, on the average, his income will be smaller 
than it was during the years in which he earned it and therefore the 
tax on it will be, to some extent, permanently avoided. Moreover, 
there is always the possibility, however remote it may now seem, that 
tax rates will be lower at the time the pension is paid. However, they 
may well be higher as well, and so there may be no tax avoidance. 
There may be a tax detriment. 

To lawyers, young and old, the benefits of such pension plans are 
like ripe fruit at the top of a tall tree—tempting but completely 
inaccessible. If the lawyer is practicing by himself or is a partner in 
a firm, he cannot incorporate his practice and set up a plan as an 
executive of a business organization can do. If the lawyer is employed 
as an associate, he will either become a partner or practice on his own 
after a relatively limited period of time in the normal course of events. 
Thus, for lawyers and other self-employed persons, particularly those 
who are prohibited from incorporating, the benefits of the Internal 
Revenue Code relating to the deductibility of contributions to pension 
plans do not exist. 

To this can be added instances which more sharply disclose the 
difference between the status of a lawver and, for instance, the 
stockholder executive of a closely held corporation. Such a stock- 
holder-manager can take both a substantial salary and create a 
retirement pension fund and deduct same from the corporation’s 
gross income. Any remaining corporate profits attributable to his 
services Which are left in the corporation are reflected in higher stock 
values. Such appreciation in stock value can be realized upon at 
capital gain rates either by selling the stock or liquidating the cor- 
poration. 
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If the stockholder-manager dies, his heirs can sell the stock or 
liquidate the corporation and realize upon the appreciated stock 
value without even the imposition of capital gain rate for the reason 
that the basis for gain or loss of the stock in their hands is its 
appreciated value at the date of the decedent’s death. 

All of these differences between the tax incidence upon a lawyer's 
earned income and upon that of corporate executives or employees, 
relatively unimportant before the advent of World War Il because 
of low surtax rates, now reach monumental proportions due to the 
present level of surtax. The lawyer's office expenses and operating 
overhead have increased many times beyond the proportionate 
increase in his fees. A lawyer's lifetime earnings start from nothing, 
reach a peak in his middle vears, and then taper off to nothing. He 
should be providing for his old age out of the highest portion of 
his earnings during his peak vears. He cannot because this is the 
portion of his earnings most heavily taxed. 

The Keogh-Reed bills are designed to alleviate in some measure the 
inequities above described. For instance, H. R. 4373, introduced by 
Representative Reed, entitled “Individual Retirement Act of 1951,” 
contains the following pertinent provisions: 

(1) A self-employed person may participate in a restricted retire- 
ment fund. A restricted retirement fund means a trust forming a part 
of a retirement plan set up by a bona fide agricultural, labor, business, 
industrial, or professional association, or similar organization, for the 
exclusive benefit of its participating members. 

(2) He may deposit in any taxable vear 10 percent of his net earned 
income or $7,500, whichever is the lesser, minus any amounts contrib- 
uted during such year by an emplover. 

(3) The amounts so contributed are deductible from cross income 
in the year of contribution. They are not taxed until paid out under 
the terms and provisions of the plan. 

(4) The amounts contributed must be deposited, by the organiza- 
tion sponsoring the plan, with a qualified bank or trust company, 
which must limit itself to investments legal for trust funds. 

(5) Every contributor would participate in the fund and income 
from the fund in proportion to his contribution. However, no 
contributor could commence his participation in payments from the 
fund before the age of 60 except in case of death or total and permanent 
disability before that age. 

(6) At such time as the contributor becomes entitled to the benefit 
of payments from the fund, he may elect to take it down in one lump 
sum, in installments, or by purchase of an annuity. 

(7) When the payments are made to the participant, they are 
taxable at ordinary rates except that if he takes his entire interest 
inalump sum, it is taxed as a long-term capital gain. 

Under the provisions of this bill the State bar association, or local 
bar associations, can doubtless qualify as professional organizations 
entitled to sponsor and administer such a plan. 

The reasons why the proposal contained in these bills should be 
enacted into law are readily apparent and appealing: 

(1) They will materially alleviate the tax disadvantages to which 
lawyers and other self-employed persons are now subject. 

(2) They create little or no administrative difficulty for the Bureau 
of Internal Revenue. 
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(3) The loss in revenue will probably not be significant. 

All in all the plan is practical and workable. It operates to correct 
glaring and inexcusable inequities to self-employed persons. As: 
noted at the outset, it is said to have widespread bipartisan support. 
Certainly there are no grounds for partisanship in either the provisions: 
of the bills or the problems they are designed to meet. 

Here is an opportunity for lawyers to back a cause which has a good 
chance of success, has widespread appeal and backing, and will benefit 
them financially. It should receive the active support of individual 
lawyers—but more particularly and immediately the organized 
direct support of State and local bar associations through their 
officers and boards of governors. 

Mr. Esernarter. Mr. Chairman. 

The Cuarrman. Mr. Eberharter will inquire. 

Mr. Esernarrer. Mr. Kinderman, at the time we were amending 
the Social Security Act of 1950 to broaden the coverage, did you take 
any interest in the suggestions being made to the committee then? 

Mr. KixperMan. At that time I was emploved by the Federal 
Government as a trial attorney in the Bureau of Internal Revenue, 
and I did not at that time take any interest in it. 

Mr. Eseruarrer. Did you take any position on whether lawyers: 
should be included in the coverage or not? 

Mr. KinperMan. No, sir, because I was not in a position to do so. 

The Cuarrman. Are there any further questions? If not, we thank 
you for your appearance. 


STATEMENT OF CHARLES PATRICK CLARK, CHAIRMAN, DISTRICT 
OF COLUMBIA BAR COMMITTEE ON LEGISLATION 


The CuarrmMan. Our next witness is Mr. Charles Patrick Clarl:. 

Mr. Clark, will you come forward and identify yourself for the 
record, stating your name, your address, and the capacity in which 
you appear. 

Mr. Ciark. My name is Charles Patrick Clark, and I am chairman: 
of the District of Columbia Bar Committee on Legislation. 

The Cuarrman. How much time will you need, Mr. Clark? 

Mr. Ciark. About 6 minutes or thereabout. 

The CuarrMan. Well, make it five, if you can. 

Mr. Crark. I will try to make it four. 

Mr. Chairman, we hate to start off by disagreeing with your 
concept of the legislation. But before going into that, the president 
of the bar association, Mr. Leonard Patrick Walsh, has asked me to 
extend his regrets for his inability to appear here owing to the fact 
that he had to be in the Supreme Court of the United States. He, as 
well as the membership of the District of Columbia Bar, has asked me 
to express the thanks of the bar to Congressman Keogh, who has 
been very generous in his cooperation and advice and counsel in 
sponsoring and advancing the legislation. 

We do not feel—at least it is my opinion, and I do not know whether 
I am qualified to speak for the entire bar—but we do not feel that 
this is a narrow idea of the reduction of tax revenue. We would like 
to look at it in the broader aspect, that is, in the social aspect. 
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We believe that the matter of a reduction of income in the way of 
taxation is incidental. The important thing here is to provide relief, 
if you will, for members of the ete profession. 

We find ourselves, as the Congress found itself some few years 
back when it had its own retirement problems—we like to think that 
we are now in the position that you were in at that time, that is, in 
sort of a no-man’s land. We also feel that there is an adequate way 
to take care of our problem, whether it be by way of amending the 
Social Security Act, as Representative Eberharter has said, or whether 
it be by way of amending section 165 of the Internal Revenue Code, 
or, as Representative Simpson stated earlier this morning, by sort 
of an across-the-board exemption as far as the taxes are concerned. 

Now, I find myself—and I think I can cite my own position of an 
employer who has two associates, attorneys, a research assistant, a 
receptionist, three secretaries, and a house maid—in the position of 
over the course of a year paying tax benefits in the way of unemploy- 
ment insurance and social security benefits in the neighborhood of 
$1,000, while no provision is made whatsoever for myself. 

Earlier this morning Mr. Mason made some reference to attorneys 
who are up in the upper brackets and he had no sympathy for them. 
Well, we do not like to think that there is any penalty on initiative or 
large incomes whether it be in the legal or the architectural or the 
engineering professions. 

Mr. Keogh, during the colloquy with Mr. Mason, mentioned the 
fact that attorneys such as myself have the opportunity, under 
existing law, to get a tax reduction in the way of depreciated values 
on furniture, library equipment, and other operational property. 
He also mentioned that there was no depreciation permitted for 
earned income which is translated into wear and tear on the mind 
and the body in the future. 

I hope I am not running overtime, Mr. Chairman. 

The CHarrMan. You may go ahead for a minute or two. 

Mr. Cuark. We also have the presence of a distinguished gentleman 
of the insurance profession who has cooperated with our bar and is 
an authority on social-security legislation and also old-age insurance 
and any other phases of insurance that the committee might wish to 
interrogate me on or Mr. William Werber. 

Mr. Esernarrer. Mr. Chairman. 

The Cuarrman. Mr. Eberharter will inquire. 

Mr. Esernarter. | noticed, Mr. Clark, that you compared the 
Members of Congress before they had a retirement system with 
independent practicing lawyers. 

Mr. Ciark. Yes, sir. 

Mr. Eseruarter. Do you not think we are employees of the 
Federal Government? 

Mr. Cuiark. I like to think, Mr. Eberharter, that the Members of 
Congress are public officials and public servants, and I like to think of 
ourselves as public servants. I like to think of ourselves as officers 
of the court. I think that somehow we may fit into the same category 
insofar as consideration for retirement benetits is concerned. 

If memory serves me correctly, some time back there was a great 
deal of discussion about the tenure of office of a Member of Congress 
I think the same yardstick could be very well applied to the tenure of 
income on the part of a successful practitioner. 








2 MISCELLANEOUS INCOME TAX BILLS 
Mr. Enersarter. Mr. Clark, we Members of the Congress do not 
et any tax reduction for what we pay into our retirement fund. 
Let me ask you this question: Do you think we are independent? 

Mr. Ciark. Well, unless I am in error, I understand that the system 
works out so that the Members of Congress pay 50 percent into that 
retirement fund and the United States Government pays the balance 
and that is not taxed. 

Mr. Evernarrer. Well, we do not get any reduction whatsoever 
for what we do pay in. 

Mr. Crark. Going a little further, where does that 50 percent 
come from? It could very well come from the taxpayers who pay the 
taxes. Here all we are looking for is a little relief, the same as has been 
handed out to others in our national scheme. 

We believe that this is in the national iaterest. It is in the national 
interest and in the general welfare of the country. 

Mr. Erernarter. At the time we were considering the amend- 
ments to the Social Security Act, did you take any position with 
respect to the inclusion of lawyers in the coverage? 

Mr. Cirark. Will vou tell me the date that the Social Security 
Act was enacted? 

Mr. Ereruarter. 1950, a couple of vears ago. 

Mr. Crark. During the consideration of the amendments, no; I 
did not. I was not called upon, and I did not give any gratuitous 
advice. 

Mr. Eseruarrer. And the Bar Association of the District of 
Columbia did not take any interest, did it? 

Mr. Crark. I was not chairman of the committee on legislation at 
that time. This is a new committee. I do not think I would have 
been any more zealous than the person who was at that time the 
chairman. 

I would like to sav, Mr. Eberharter, that as far as any legislation 
is concerned time always offers curative and corrective amendments. 
Even Mr. Keogh’s bill or Mr. Reed’s bill is not perfect in any sense. 
What we would like to say is that it is a step in the right direction 
and it is a step in righting a wrong. 

The Cuarremanx. We thank vou, Mr. Clark 

Mr. Crark. All right, Mr. Chairman. Thank you for the oppor- 
tunity of appearing on behalf of the bar of the District of Columbia. 

The Caarrman. I have been handed a letter from the chairman of 
the taxation section of the Pennsylvania Bar Association with the 
request that it be made a part of the record. If there is no objection, 
it will be made a part of the record. 

The letter referred to is as follows: 
PENNSYLVANIA Bar AssocraTion, 


SecTION or TAXATION, 
May 9, 1952. 
Hon. Rorert L. Doveuton, 
Chairman of the Ways and Means Cammiuttee. 
Washington, Pk 

Dear Mr. Doventon: The Pennsylvania Bar Association, by action of its 
general assembly on January 26, 1952, authorized its taxation section to urge the 
support of the professional retirement program embodied in H. R. 4371 and 4373. 
This letter is written in that behalf so that the support of the Pennsylvania Bar 
Association may be recorded at the forthcoming hearings on these bills. 

It would seem unnecessary to discuss them at any length. While there may 
be differing views of some of the mechanical details by which it is to be attain 
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the objective would seem clearly desirable. At present, professional persons have 
no means to provide for their retirement comparable to those available under 
section 165 of the Internal Revenue Code to corporate personnel. Moreover, 
in Pennsylvania and presumably in most, if not all, other States, the practice of 
law and the other traditional professions may not lawfully be carried on in cor- 
rate form. Accordingly there is no possibility of the professional bringing 
1imself within the purview of section 165. The pending bills supply that oppor- 
tunity and their adoption is urged. 
Respectfully, 
Wa. R. Srorrorp, 
Chairman, Federal Tax Committee, Taxation Section. 
H. Oper Hess, 
Chairman, Taxation Section, 


STATEMENT OF DR. DAVID B. ALLMAN, MEMBER, BOARD OF 
TRUSTEES, AMERICAN MEDICAL ASSOCIATION, ATLANTIC 
CITY, N. J. 


The CHaArrRMAN. Our next witness is Dr. David B. Allman, of 
Atlantic City, N. J. 

Dr, Allman, will you give your name, your address, and the capacity 
in which you appear for the record. 

Dr. AttMAN. I am David B. Allman, member of the board 
trustees of the American Medical Association, of Atlantic City, N. J. 

Mr. Reep. Mr. Chairman, I think the members of this committee 
who served with Congressman Allman will be interested in knowing 
whether Dr. Allman is a relative. 

Dr. AttMANn. That is correct, sir. 

The CuHatrMan. He was an able and distinguished member of this 
committee and rendered great service to this country while a member. 

Dr. AupMAN. Thank you, sir. 

The CuatrMan. How much time will you need? 

Dr. ALLMAN. That is up to you gentlemen. I think I will need 
about 3 minutes. 

The Cuarrman. Thank you. Go ahead. 

Dr. AtumMan. Mr. Chairman and members of the committee, I am 
Dr. David B. Allman of Atlantic City, N. J., where | practice medi- 
cine. As a member of the board of trustees of the American Medical 
Association, I appreciate the opportunity the committee has afforded 
me to appear before you today in support of the general objectives 
of H. R. 4371 and H. R. 4373. Following my brief statement, I shall 
introduce the director of the bureau of medical economic research of 
the association who will discuss the technical details of the proposal 
under consideration and will suggest at least the substance of some 
perfecting amendments which in our judgment will improve the 
pending legislation. Dr. Dickinson is an economist and will gladly, 
I can assure you, attempt to answer any questions you may wish to 
ask him. 

In the early part of 1948, there came to the attention of the board 
of trustees a movement then under way to promote the enactment of 
Federal legislation under which self-employed persons, including 
physicians, could provide their own retirement benefits with income, 
the tax on which would be deferred until the receipt of the benefits. 
The board approved this movement in principle with a proviso that 
there would be-a reasonable limitation on the retirement benefits for 
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which provision could be made with tax-deferred income. This 
action was later commended by our house of delegates. 

In 1951, at the annual session of the association held in Atlantic 
City, June 11-15, three resolutions were introduced in our house of 
delegates relative to this proposal, one from Michigan, one from New 
York, and one from Wisconsin. I shall reproduce these resolutions 
in my statement for the record but shall not read them. In general, 
they urged the house of delegates to approve the enactment of Federal 
legislation to accomplish the objective sought. 

(The resolutions referred to are as follows: ) 


Dr. William D. Stovall, Wisconsin, submitted the following resolution, which 
was referred to the reference committee on legislation and public relations: 

“Whereas the Internal Revenue Code provides for special treatment in the 
ease of pension plans and profit-sharing trusts adopted by employers for the 
benefit of employees to the extent that the contributions of the employer to 
the pension plan, or profit-sharing trust, are deductible by the employer as 
expense for Federal income-tax purposes, and to the further extent that the 
benefits accruing to the employee under the pension plan, or profit-sharing 
trust, do not constitute taxable income to said employee until he receives actual 
distribution from the pension plan, or profit-sharing trust, at which time the 
actual distributions are taxable income; and 

‘“‘Whereas such afore-mentioned provisions with respect to pension plans 
and profit-sharing trusts permit employees and officers of corporations who are 
in high personal-income tax brackets actually to receive a portion of their com- 
pensation in the form of pension-plan benefits, or profit-sharing-trust benefits, 
without the payment of personal-income tax thereon at the time the benefit is 
provided by the emplover; and 

Whereas such procedure — employees in high-income-tax brackets to 
provide for retirement which would be impossible were they to attempt per- 
sonally to provide for retirement out of income remaining after payment of 
Federal personal income taxes at high rates; and 

“Whereas the Federal income-tax law in the case of profit-sharing trusts 
permits the annual benefit provided for employees or corporations to attain a 
level of 15 percent of the compensation otherwise received; and 

‘“‘Whereas these pension-plan and profit-sharing benefits are not available to 
self-employed business and professional men, whether partners or sole proprietors, 
and there is no reason for such arbitrary discrimination: Now, therefore, be it 

Resolved, That this assocation does recommend that the Congress of the United 
States amend the Federal Income Tax Code to provide— 

(a) All self-employed business and professional men, including partners and 
sole proprietors, be permitted to set aside for purposes of retirement up to, 
but not exceeding, 15 percent of their annual income each year under a set plan 
and formula filed with the Bureau of Internal Revenue, said amount so set aside 
to be a deduction for Federal income tax purposes. 

(b) On the self-employed individual drawing on the amount so set aside in 
accordance with the provisions of the plan provided, the amount so drawn 
becomes taxable income to him, or to his heirs, even as is now provided with 
respect to benefits actually paid to employees out of pension plans and profit- 
sharing trusts under the Internal Revenue Code.” 

Dr. W. H. Huron, Michigan, presented the following resolution which was 
referred to the reference committee on legislation and public relations: 

“Whereas present laws allow pension plans by corporations for both executive 
and labor groups; and 

“Whereas the earning power of professional people is crowded into a relatively 
short span of years which places them in a higher income bracket during that time 
with little opportunity under present high income taxes to create a pension for 
themselves: Therefore be it 

“Resolved, That the American Medical Association seek to remove present 
discrimination against professional people in matters of income-tax levies by 
joining with the American Bar Association and other professional groups to initiate 
egislation in Congress which will amend the existing pension-trust provisions so 
as to permit partners and individual proprietors to formulate pension plans, the 
costs of which are deductible in computing income tax, but to be subject to taxa- 
tion when the trust is effective.” 
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Dr. W. P. Anderton, New York, presented the following resolutions, which were 


-referred to the reference committee on legislation and public relations: 


‘Whereas the present high levels of Federal taxation on earned income make it 
virtually impossible for professional persons and other recipients of earned income 
to provide from this income for retirement; and 

“Whereas the problem of providing retirement benefits has to a great extent 
been solved for corporate employees by section 165 of the United States Internal 
Revenue Code; and 

“Whereas the need for such retirement benefits is equally great in the case of 
professional persors and other persons having earned income but not covered by 
a pension plan; and 

“Whereas the American Bar Association has made a special study and has 
prepared legislation to be submitted to Congress aimed at making available retire- 
ment benefits for those persons having earned income but not covered by a pension 
plan: Therefore be it 

‘Resolved, That the house of delegates of the American Medical Association 
urge the board of trustees to support and seek to participate in all measures that 
may facilitate the enactment of such legislation into law; and be it further 

“Resolved, That this house of delegates approve in principle United States House 
of Representatives bill No. 3456, introduced by Mr. Frederic R. Coudert, Jr., 
Seventeenth District, New York.” 

Dr. AtuMaNn. These resolutions were referred to the reference com- 
mittee on legislation and public relations which submitted the follow- 
ing report back to the house of delegates: 


Your reference committee has given careful consideration to the resolutions 
referred to it relating to pension plans for physicians, introduced by Dr. W. H. 
Huron, Michigan; Dr. Walter P. Anderton, New York; and Dr. William D. 
Stovall, Wisconsin. Since all of these resolutions deal with the same subject 
matter, they were considered jointly. 

The objective sought is to establish a procedure whereby physicians and mem- 
bers of other professional groups may during their most productive vears provide 
for their old age and less productive vears by the purchase of retirement benefits 
with tax-deferred income, the benefits being taxable when received. Such a pro- 
cedure is presently available for the benefit of employees and officers of corpora- 
tions but not to taxpayers who are self-emploved. 

The board of trustees in February 1948, gave consideration to a somewhat 
similar proposal and approved it in principle. At a subsequent meeting of the 
house of delegates, also in 1948, the action of the board was expressly commended 
by the house. Since that time the directors of the bureau of medical economic 
research and the bureau of legal medicine and legislation have had a number of 
conferences with representatives of the American Bar Association and of the As- 
sociation of the Bar of New York City in an effort to develop appropriate legis- 
lation for presentation to Congress. Your reference committee has been in- 
formed that the araft of legislation being prepared by a special committee of the 
American Bar Association is approaching final form which will be introduced in 
the Congress in the near future. 

There have been introduced in the Congress from time to time a number of 
bills dealing with this subject. There are now pending the bill referred to in 
the New York resolution, H. R. 3456 and another introduced within thel ast 
several days. Your reference committee does not believe it timely for the House 
to express its support of any particular bill. It does recommend that the House 
reemphasize its 1948 endorsement of the principle embodied in this proposal, 
with a reasonable ceiling on the amount of the retirement benefit and that the 
board of trustees be requested to continue its efforts in support of this principle, 
giving special consideration to any legislation formulated by the American Bar 
Association. 

The report of the reference committee was unanimously adopted 
by our house of delegates. 

That, very briefly, indicates the general viewpoint of the American 
Medical Association toward this legislation. We have through the 
director of our bureau of medical economic research and the director 
of our bureau of legal medicine and legislation collaborated very 
closely in the development of this legislation with representatives of 
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the American Bar Association, the Association of the Bar of the City 
of New York, and with national organizations of self-employed tax- 
yavers who would be accorded some measure of equality, tax-wise, 
+ the enactment into law of the principle contained in the pending 
legislation. I urge, therefore, that our appeal be given sympathetic 
and favorable reception. 

Mr. Kean. Mr. Chairman, I want to say to my friend from my 
home State that I cannot have much sympathy with this recom- 
mendation from the American Medical Association as long as the 
medical association is not willing to enter into what is the keystone 
of retirement, and that is the social-security system. The American 
Medical Association, I believe, has always been against entering social 
security. That is the keystone of retirement. 

Mr. Curtis. Mr. Chairman. 

The CHarrman. Mr. Curtis. 

Mr. Curtis. Mr. Chairman, I certainly do not want to in any way 
question the honesty and judgment of my friend on my right from 
New Jersey, Mr. Kean, but 1 would not be true to myself if I did 
not say for the record that social security is a Government-subsidized 
retirement program. The people covered by social security pay but 
for a tiny portion of the benefits and the protection that they receive. 

As I view the proposal that is being advanced today—and I do not 
know whether we will be able to do it or not—it is a means whereby 
individuals will provide the full amount of the retirement that they 
receive. 

Mr. Kean. I want to say to my colleague that I do not quite agree 
with what he says about the social-security system. It is true that 
the older people who are now getting special benefits under social 
security have not earned them, but if vou figure it out for the vounger 
people the social-security system, in my opinion, is actuarially sound, 
even though vou do not agree. 

Mr. Mason. I also want to say that I do not agree with my col- 
league on this proposal because this proposal has a certain amount of 
Government subsidy in it, and the taxes which the Government will 
relinquish will be considerably more than the taxes the Government 
will collect when these annuities are paid. 

The CuatrmMan. We thank vou, Dr. Allman. 

Mr. Reep. I just want to remark that under social security, of 
course, we have been collecting about $14 billion which has been spent, 
and a lot of people will be taxed over again. There are literally 
hundreds of thousands of people who have paid funds into the social- 
security system who will never get a nickel out of it, and I do not blame 
vou for not getting into it. 


STATEMENT OF FRANK G. DICKINSON, DIRECTOR, BUREAU OF 
MEDICAL ECONOMIC RESEARCH, AMERICAN MEDICAL ASSOCIA- 
TION, EVANSTON, ILL. 


The CHarrmMan. Our next witness is Dr. Frank G. Dickinson, 
director of the bureau of medical economic research of the American 
Medical Association of Chicago, TI 

Mr. Dickinson, will you qualify vourself by giving vour name, your 
address, and the capacity in which vou appear. 
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Mr. Dickinson. I am Frank G. Dickinson, Ph. D.—not an M. D. 
of Evanston, Ill. Since September of 1946 I have served as the 
director of the bureau of medical economic research of the American 
Medical Association for whom I speak today. 

The CuarrmMan. About how much time will vou need? 

Mr. Dickinson. Mr. Chairman, the principal testimony being 
given here today is by Mr. Rapp and myself. I am going to talk 
about dollars. I would like to have a half hour. If I cannot have a 
half hour, will vou state the time? 

The CHatrrMan. Can you not cut that down to about two-thirds 
of that and extend your remarks in the record? 

Mr. Dickinson. | will take 20 minutes. 

The CuHarrmMan. We would like to finish today. This was to be a 
1-day hearing. I take it you are going to enlarge on the things we 
have already heard. 

Mr. Reep. | think we can afford to be just a little liberal with this 
gentleman, Mr. Chairman. 1 hope we can give him a little more 
time than that. 

The CuHairmMan. I am not going to stop the witness, but it will just 
mean that later on there will be no more than three or four members 
here, and the other witnesses who testify will not get very much of a 
hearing. 

Mr. Mason. In view of the fact that the gentleman is going to 
testify on the dollars involved, it seems to me that that is a very 
important part of this program, and we ought to listen to him. 

Mr. Reep. And he comes from Illinois. That is another good reason 
for listening to him. 

The Cuairman. Go ahead. Take an hour if vou like. You would 
not like it, having journeyed all the way from Chicago, if you were 
not given an opportunity to tell your story. 

Mr. Dickinson. | would like to file two items from the American 
Medical Association. One is an editorial entitled ‘Pensions for 
Physicians,”” and the second is an article entitled “Income Tax 
Discrimination Against the Professions.” 

The CuairmMan. Without objection, they will be inserted in the 
record, 

(The documents referred to are as follows: ) 


{From editorials and comments, Journal of the American Medical Association, April 12, 1952, vol. 148, 
No. 15, p. 1279 '] 


PENSIONS FOR PHYSICIANS 


Recently physicians have been renewing their interest in several pension pro- 
posals, Self-employed physicians are now among those groups not under the 
Social Security Act. An argument frequently used to attempt to persuade older 
professional persons to urge extension of the act is a so-called bargain feature; 
for example, to take an extreme case, it is pointed out that a person approaching 
the age of 65 can pay a minimum of $121.50 during the last 18 months and receive 
a social security pension of $80 per month for himself at age 65 plus a monthly 
pension of $40 for his wife at age 65; moreover, the wife’s pension would be in- 
creased to $60 per month if she outlived her husband. Actuaries estimate that 
the single premium at age 65 for an insurance company annuity paying these 
benefits would be about $23,000. Monthly pensions of $120 received once or 
twice would exceed the minimum cost. The attractiveness of this lure is greatly 
lessened when a professional man approaching age 65 asks himself: ‘‘Who is 
going to pay for my pension under the Social Security Act if I do not pay for it?’’ 


1 This is Bureau of Medical Economic Research Miscellaneous Publication M-61, 
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The obvious answer is that the balance of the cost must be paid by the working el 
population, by the profession’s younger colleagues, by their neighbors, by their or 
children, and perhaps by their children’s children. is is a moral question for p 


all those approaching age 65 who are considering the desirability of coming under 

the Social Security Act. They must decide whether they want to pay their own 

way for their own pensions or want younger persons to bear the burden. More- 

over, the actions of the house of delegates of the American Medical Association 

have indicated other objections to bringing physicians under the Social Security 

Act, notably, that the pension does not start at age 65 unless the eligible person 

ceases to earn more than $50 per month and that the extension of social security ( 
increases the threat of compulsory health insurance. 

Physicians should be interested in the Reed-Keogh bill (H. R. 4371 and H. R. 
4373), which would amend the Federal Internal Revenue Code so as to enable 
self-employed professional persons to exclude from current taxable income amounts 
sufficient to finance a reasonable retirement annuity. In other words, this bill 
would provide for the self-employed the counterpart of the pension that the com- 
pany physician, lawyer, dentist, accountant, engineer, architect, and chemist can 
expect from his employer. It would be a voluntary pension plan. The purpose 
of the bill is to remove the discrimination in Federal income tax laws initially 
created in 1942 against the self-employed in the matter of pensions. A self- 
employed person would, of course, have to declare the annuity as it is received 
during his retired vears as taxable income; that is, the bill provides for tax defer- 
ment until the retired years of life of certain portions of income received during 
the working years of life. The bill does not permit tax avoidance as such. 

For several years the director of the bureau of medical economic research and 
the director of the bureau of legal medicine of the American Medical Association 
have been cooperating with representatives of more than a score of professional 
organizations in the study of tax deferments for professional persons. On Janu- 
ary 11, 1952, these representatives created a coordinating committee on retirement 
benefits for the professions and the self-employed, at the suggestion of the special 
committee on retirement benefits for lawyers of the American Bar Association. 
The chairman of both committees is Mr. George F. Roberts, a lawyer of New York 
City. A smaller steering committee of only five members of the coordinating 
committee has been established. One member, in addition to Mr. Roberts, 
represents the American Bar Association, and the other three represent the Amer- 
ican Medical Association, the American Institute of Accountants, and the Ameri- 
can Farm Bureau Federation. The steering committee met in New York City 
on March 21 and in Washington on March 25 to consider amendments to the 
Reed-Keogh bill that would prevent any person from obtaining more than a mod- 
erate pension under its tax deferment provisions. The House Ways and Means 
Committee has decided to hold hearings on this bill, at which time certain amend- 
ments will be proposed by the steering committee. It may be that the limits in 
the bill on the amount of annual income excludable from income taxes, that is, 
$7,500 or 10 percent of earned income—whichever is the lesser amount—will be 
modified. Every self-employed professional man should urge his Congressman 
to follow closely this bill and urge other self-employed persons, such as farmers, 
other sole proprietors, and partners to do likewise. 

Another notable feature of this bill which was designed primarily for the retire- 
ment needs of the self-employed, is that it offers the same opportunity to the 
employed to defer taxes. he employed person can exclude annually from current 
taxable income 10 percent of his earned income—but not more than $7,500— 
minus any amounts contributed during such taxable year by his employer to a 
pension plan approved by the Treasury Department. By extending equal oppor- 
tunity to the employed the lawyers who drafted this bill hope to assure its con- 
stitutionality even though it appears unlikely that many employed persons would 
seek the tax deferment benefits provided, 

Each year several billion dollars are paid by employers irrevocably into pension 
trusts and insurance annuity contracts for the benefit of their emplovees. Neither 
the employer nor the employee who is benefited pays any current income tax on 
this vast sum of money, although the employee will declare the employer's share 
of his pension taxable income when he receives it years later. Simple justice ¢ 
requires that a similar opportunity for tax deferment be given the self-employed, 
especially professional men, whose peak earnings, bunched into a comparatively 
few years, are hit hard by steeply progressive income tax rates and who are 
forbidden by law to practice their professions as corporations. Either the counter- 
part of these industrial pension systems should be made available to the self- 
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employed or the provisions of the 1942 Revenue Act providing income tax defer- 
ment for the employee for his employer’s annual contribution to approved pension 
plans should be repealed. 





[Bulletin 74—Reprinted from the Journal of the American Medical Association, April 29, 1950, vol. 142, 
pp. 1357-1360. Copyright, 1950, by American Medical Association] 


IncomE Tax DiscrRiMINATION AGAINST THE PROFESSIONS ! 


(Frank G. Dickinson, Ph. D., Director, Bureau of Medical Fconomic Research, 
American Medical Association, Chicago, IIL.) 


Under section 165 (a) and related sections of the 1942 Federal Internal Revenue 
Code, funds used by companies for the purpose of providing employees with 
pensions or shares in profit-sharing trusts are deductible from gross receipts as 
business expenses and thus are not a taxable part of the emplover’s or company’s 
income, if the particular plan is approved by the Bureau. These funds do not 
become a taxable part of the recipient’s income until they are actually received 
either when the recipient retires or when he cashes in on his profit-sharing ac- 
count—at which time he will presumably be in a lower income bracket. Since 
the provisions of section 165 (a) and related sections are restricted to employees, 
professional men who can qualify as employees—for example, company lawyers 
and company physicians—can receive the benefits of these pensions and profit- 
sharing trusts, while those who conduct their professions as single proprietorships 
or partnerships may not qualify for these benefits. This income tax discrimina- 
tion, which is particularly burdensome to professional men who practice as 
individual proprietors and partners, is the subject of the following discussion. 


THE PROBLEM—ITS ORIGIN 


Until 1935 the problem of financing the retired years of life had been left largely 
to private initiative, although a few States had enacted pension laws prior to that 
date. The Social Security Act of 1935 embodied a new doctrine of individual 
irresponsibility, or social responsibility: society through government would pro- 
vide minimum benefits for the aged. The Social Security Act, however, because 
of its limitations and exclusions, introduced certain glaring inequ'ties. 

The old age and survivors insurance sections of this act provide for employee 
pensions financed by equal taxes paid by employer and employee on the portions 
of annual salaries not in excess of $3,000. Employers pay their share out of 
gross receipts. Their payments, as costs of doing business, are income-tax free. 
Employees, on the other hand, cannot deduct their contributions for income tax 
purposes, but the pensions, when received, are not subject to Federal income 
taxes. The effect of the act was to provide proportionally greater benefits for 
those with incomes below $3,000 than for those with incomes above $3,000. 
Before the new social theory could become properly integrated with our way of 
life, an inequity such as this had to be eliminated. 

Section 165 (a) and related sections of the 1942 Federal Internal Revenue Code 
provide for additional pensions or shares in profit-sharing trusts on the basis of 
total income, not just that portion under $3,000. Although these additional 
pensions and profit-sharing plans largely benefit those with incomes of less than 
$3,000, I firmly believe that section 165 (a) and related sections were primarily 
designed to round out the program first introduced in an incomplete form in the 
depression-born Social Security Act in that they provide more equitable treatment 
for those with incomes above $3,000 in an era of steeply progressive income tax 
rates. Since the code’s provisions, however, are restricted to employees including 
executives of corporations, those who conduct their businesses or professions as 
single proprietorships or partnerships are excluded. Thus all single proprietors 
or partners—farmers, shopkeepers, professional men—suffer this income tax 
discrimination. 

The very nature of professional work and training makes this discrimination a 
particular hardship for professional men. The total lifetime income taxes paid 
by a professional man on a lifetime income may greatly exceed those paid by a 
nonprofessional person on the same lifetime income, because the former has a 
long training period and his high e*rnings are bunched into a relatively small 
number of peak earning vears. Those professional men who can qualify as 





__! This discussion is based on a paper read at a symposium on medico-legal problems in the fall of 1948. 
The symposium was jointly sponsored by the Chicago Bar Association, the Chicago Medical Society, and 
the Institute of Medicine of Chicago 
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employees under section 165 (a) of the Federal Internal Revenue Code—for 
example, company physicians or company lawyers—receive more reasonable 
treatment. Their employers can set aside funds for pensions which, as already 
noted, are deductible from company income as business expenses and therefore 
are not a taxable part of employer or company income. Section 165 (a) and 
related sections also provide that these funds are not subject to individual income 
taxes as a part of the recipient’s income until he actually receives them, either 
on retirement or when he cashes in on his profit-sharing account. Thus the real 
benefit to the salaried professional man is derived from the postponement of the 
payment of taxes on his income until a time when his income, and therefore his 
tax rate, is expected to be lower. The realization of this benefit, of course, hinges 
on the ineome-tax laws at the time the cash is received as well as on the individual's 
income at that time. 
THE CASE FOR PHYSICIANS 


Since my work is most closely associated with the medical profession, I shall 
discuss their particular situation. Important in evaluating income-tax policies 
affecting the physician is a knowledge of the unusual pattern of his economic life. 
First, consider the cost of becoming a physician. The prospective physician typi- 
cally spends at least 3 years in premedical training and 4 years in a medical 
college—a total of 7 years. Almost all graduating doctors of medicine today 
spend a year in internship. During this year the physician receives board and 
room and sometimes a nominal salary. The year of internship, or eighth vear 
of training, is thus one of zero income but no cost. The previous 7 years were 
years of cost and years of zero income. The physician who wishes to specialize, 
in addition to his year of internship, must serve one or more years—depending, 
in part, on the field he has chosen—as a resident in an approved hospital. As a 
resident he will receive board and room and a nominal salary. At about age 28, 
then, our typical physician may begin to earn an income. 

During the 7 vears before graduation from medical school our physician spent 
about $3,500 for tuition, books and the like—exclusive of borrd, room, and 
clothing. During his 2 vears of internship and residency he was presumably 
self-sustaining on his small salary. But the money he might reasonably have 
earned throughout the entire 9 years of training, in addition to the value of the 
perquisites and small salary of his internship and residency, must be added to the 
$3,500 expenses incurred in school. This income would have been roughly $26,500 
for the 9 years. Thus his out-of-pocket expense plus his lost income is approxi- 
mately $30,000. When interest is accumulated on this amount the 9-year 
training period has cost the young man entering the practice of medicine at age 
28 roughly $35,0002 He must amortize that investment—pay it off in annual 
installments—before it can be truly said that he is even with another man of the 
same age who started to earn after leaving high school at age 18. 

An endowment policy for $35,000 in force from age 28 to age 65—the tradi- 
tional age of retirement—and payable in full at age 65 or death, whichever is 
earlier, would require a premium of about $800 per vear“ An additional $1,400 
per year, the 4 percent interest on a $35,000 capital investment, must also be 
recovered. Thus a physician must earn $2,200 per vear after paying the expenses 
of operating his office and after paying taxes on his income just to amortize 
the cost of his training. The operating expenses (office rent, personnel, supplies) 
of a physician in private practice generally run about two-fifths of his gross income. 
His income taxes, depending on his income bracket, may be any one of numerous 
possible amounts. Nevertheless, considering expenses and taxes, it is reasonable 
to estimate $5,000 per year as the minimum allowance in terms of gross income 
necessary to amortize a capital cost of $35,000. Hence the first $5,000 of gross 
income for the physician should be excluded in making comparisons with the 
earnings of a person whose earning period started at age 18. 

The original investment cost, depending on the length of the training period, is 
not equally great for all professions. For example, the time spent in training by 
the certified public accountant is appreciably shorter than that of the physician. 
Four years of college and some additional work are generally necessary for certi- 
fication. The accountant’s working life expectaney, or the probable number of 
years between the beginning and end of his career, is greater than that of the 





? This sum excludes, of course, the costs to the medical school (over and above tuition) for the 4 years of 
training, about $10,000 

? The self-employed physician does not face automatic retirement at 65 as do many company physi- 
cians and therefore may provide for his old age by continuing to work ut if he does continue to practice 
he is of course, denied the leisure of the retired company physician, who can live on a pension prepaid during 
his working years. 
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physician. His lifetime earnings will accordingly be spread over a longer period 
of time and the degree of income tax discrimination against him less than the 
discrimination against the physician. The smaller amount of capital investment 
in accountancy training also imposes a smaller burden of annual amortization. 


PHYSICIANS’ INCOMES 


How much does the typical physician earn? Available data indicate that at 
the outbreak of World War II the average annual income (after expenses) of 
physicians in aetive private practice was between $5,000 and $5,200. During the 
war the picture was greatly disturbed by the induction of 40 percent of the physi- 
cians into the Armed Forces. Sixty percent of the physicians, then, were left to 
care for the 90 percent of the population that remained at home. Studies of the 
bureau of medical economie research of the American Medical Association indicate 
that during the war period patient visits per physician increased three-fourths. 
Consequently the income of the civilian physicians rose sharply during the war, 
but not as fast asthe national income. It is likely that the average net income in 
1947 was about double the prewar level. More definitive statements can be 
made when the United States Department of Commerce returns to its prewar 
practice of conducting surveys of physicians’ incomes.‘ 

We do know, however, that the percentage of personal consumer expenditures 
made for the services of physicians is lower now than it was before World War 
Il. National income and total personal consumer expenditures for all goods and 
services, when adjusted for the inerease in population, have increased more rapidly 
than the income of the typical physician in the United States. (The number of 
physicians has increased 14 percent since 1940, whereas the United States popu- 
lation increased only 12 percent in the 8 vears since 1940.) Moreover, t heamount 
spent for physicians’ services as a percentage of the amount spent for all medical 
care items has been declining. 

An examination of the Consumers’ Price Index, developed by the United 
States Bureau of Labor Statistics, reveals that physicians’ fees have not risen as 
rapidly as the entire index since the base period 1935-39. In 1947 the Consumers’ 
Price Index stood at 159, as compared with 130 for the physicians’ services part of 
the index. Thus, from the standpoint of prices or fees the physician has not 
enjoved the general prosperity of the country. The physician has benefited from 
this prosperity in the fact that the percentage of uncollected fees has sharply 
decreased, 

FORMS OF PRACTICE 


Of the roughly 200,000 physicians in the United States, about three-fourths, or 
150,000, are in active private practice; the remaining 50,000 are retired or in full- 
time hospital service as interns, residents, or hospital superintendents or employed 
by Government agencies or business firms. Roughly 4,000 physicians are now 
(November 1948) employed by business firms and roughly 19,000 are Government 
employees, many of Whom share in retirement programs. Of the 150,000 physi- 
cians in active private practice more than 90 percent are individual proprietors. 
Approximately 2 percent are in group practice usually conducted as a partnership. 
Possibly 5 percent are in small partnerships, which we do not classify as group 
practice. Relatively few physicians in private practice are full-time salaried 
employees of nonprofit corporations. Some may derive more than one-half of 
their income as part-time physicians for corporations. No data are available on 
the number of physicians now benefiting from corporation pensions and profit- 
sharing plans. In economic terms, the overwhelming majority of phvsicians in 
active private practice in the United States can be best described as small retailers 
of professional services. It is reasonable to say that almost all the net income 
derived by physicians from private practice is fully subject to current Federal 
income taxes. 

The physician’s case, then, is this: He undergoes a long training period at a high 
cost. His earning period is substantially shortened because of this long training 
period. Since a considerable portion of his lifetime income is bunched into a 
relatively few peak earning years, he is placed in a higher income tax bracket 
during those peak earning vears and hence pays more income taxes during his 
lifetime than another person who receives the same lifetime income spread more 
evenly over a greater number of vears. If he practices as an employee, he can 

4 Plans have been completed for a survey of physicians’ incomes to be conducted jointly by the United 


States Department of Commerce and the Bureau of Medical Economic Research in April 1950. The results 
of this survey wil! be published late in 1950. 
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receive some relief through section 165 (a) and related sections of the Internal 
Revenue Code by qualifying tor an employee pension, which is not taxable until 
it is received. But since he typically practices as a single proprietor or partner, 
and not as an employee, he is subjected to income tax discrimination in this 
matter of pensions. 

AMA ACTION 


The board of trustess of the American Medical Association authorized its 
representatives (Mr. J. W. Holloway, Jr., director of the bureau of legal medicine, 
and me) to record, at a meeting of the Association of the Bar of the City of New 
York in February 1948, its support, in principle, of the proposal that the Internal 
Revenue Code be amended to permit physicians doing business as individual 
proprietors or partners to declare as business expenses the costs of pension pro- 
grams for themselves with the proviso that there should be a reasonable maximum 
pension.» The American Medical Association believes that such an amendment 
would appreciably reduce the present discrimination. 

The qualifying phrase ‘“‘with the proviso that there should be a reasonable 
maximum pension”’ springs from a belief that without this limitation the proposal 
would lead to abuses and would sharply reduce Federal tax revenues. Regula- 
tions have been promulgated under section 165 (a) and related sections which set 
forth formulas designed to prevent abuses, that is, disproportionate benefits for 
high-salaried corporation executives, especially those who are large stockholders. 
Since employers are required to set up a plan which provides reasonable benefits for 
lower paid employees, it is unlikely that pensions for higher paid employees will 
be out of line. The infrequency of the employee-employer relationship in the 
practice of medicine might make a similar set of checks unworkable for the medical 
profession. For this reason, the American Medical Association has recommended 
an over-all Maximum pension. 

In the hearings before the Committee on Ways and Means, House of Repre- 
sentatives, Seventy-seventh Congress, second session, on the Revenue Act 
(March and April 1942), Mr. Randolph E. Paul, then tax adviser to the Secretary 
of the Treasury, suggested $7,500 per year as one reasonable maximum for pen- 
sions financed by tax-free gross income. His suggestion was not adopted. If 
the decline in the purchasing power of the dollar is taken into account, his maxi- 
mum today might be about $10,000. The American Medical Association has 
not recommended any specific amount as the maximum. 


TWO METHODS 


Two proposals for eliminating this tax discrimination against professional 
oagoe have been presented at this symposium by two eminent tax authorities, 
Mr. John R. Nicholson, of the Chicago Bar Association, and Mr. Harry Silver- 
son, of the Association of the Bar of the City of New York.* Nicholson has 
suggested that the code be amended to permit individual proprietors and part- 
ners to qualify for the pensions financed by tax-free gross income. A different 
approach has been presented by Silverson. His premise is that taxation should 
be based on lifetime earnings or some kind of an average of lifetime earnings. 
Since it is impractical to devise a system of lifetime income taxes involving this 
concept, he believes that individuals should be enabled to postpone for some 
years, possibly to age 60, but at least for 5 years, the constructive receipt of 
some of their income. His plan involves exclusive investment of limited amounts 
of tax-free income in a special issue of low-interest-bearing Government bonds; 
taxes on the income invested in these bonds would be deferred until the bonds 
were cashed. The Silverson plan would appear to hold more appeal for some 
other professions than for physicians. Its greatest benefit would be received 
by those professional men whose incomes are severely affected by the business 
eycle, for example, architects. Both the Nicholson and Silverson plans deserve 
continued study. The extension of the Social Security Act to cover individual 
proprietors and partners has not been suggested in these meetings as a third 
proposal, for it obviously would not provide equitable treatment for those pro- 

5 This action of the board of trustees was reported in the Journal (136: 834 [March 20] 1948), 


* A complete description of the proposals of Mr. J. R, Nicholson (135 South LaSalle St., Ch 3) and 
Mr. H. Silverson (1440 Broadway, New York 18) can be found in the following publications: Nicholson 


J. R.: Pensions for Partners, Am. Bar. A. J, 33: 302 (April) 1947; Comments on Mr. Rudick’s Plan 
Replies to His Strictures, Am. Bar A. J. 33: 1005 (October) 1947; Partnership Agreement Providing for 
Payment to Partner's Widow, Business Lawyer 2: 29 (April) 1947; Tax Inequities Against Professiona? 
Men: A Remedy, Chicago Bar Association Symposium on Taxation of E: Income, (October 27) 1948 
(mimeographed). Silverson, H.: A New Tax Proposal, Am. Mercury 44: 345 (March) 1947; Earned In- 
come and Ability To Pay, Tax Law Rev. 3: 209 (February-March) 1948, 
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we ay men With annual earnings in excess of $3,000, the present social-security 
imit. 

It has been argued by some tax attorneys that it is not possible to eliminate 
the discrimination against the professions without making whatever relief is 
given available to all individual proprietors and partners—to farmers, store- 
keepers, and the like who do not incorporate. Be that as it may, I submit that 
the problem is greatest for professional persons—-in particular, for physicians. 
It is imperative that a solution be found by those versed in the drafting of in- 
come-tax laws. 

I do think, however, that in removing the present inequities we must be guided 
by one important consideration or limitation. We should net provide this tax 
relief in such a way as to increase the burden of the public debt for all of us. 
The specter of an increasing public debt is already before us. It is felt in the 
inflationary pressures in our economy. It may make the real benefits of a plan 
of deferred income payments unrealized by the very persons whom the plan was 
designed to help, not only by decreasing the purchasing value of the pensions 
but also by making increased taxes necessary. The public debt in the form of 
Government bonds, although recognized as essets by the holders of the bonds 
(individuals and corporations) must be considered the liability of all our taxpayers. 
For the public debt consists of claims to be paid out of general revenues. These 
claims on the wealth of the country should be recognized as a debt by every 
person. If these claims were recognized as personal liabilities, citizens would 
realize that they are much poorer than they think they are when they forget 
about the public debt. Moreover, if each physician, lawyer or other professional 
person would compute his share’ of the burden of the public debt, he would 
be more anxious than ever to obtain immediate relief from the income-tax dis- 
crimination under discussion. With a rising public debt, there is no assurance 
that a tax rate for a given income bracket would not be increased at a later date 
to amortize the debt. 

There will undoubtedly be much disagreement over the final details of a plan 
for eliminating the present tax discrimination against professional men. Never- 
theless, professional persons, who must endure the cost of entering their profession 
late in life after prolonged and expensive training, must be encouraged to pro- 
vide pensions for themselves. The need for amending our tax laws must be 
recognized and met if the goal of reasonable pensions for all is to be attained. 
The Social Security Act of 1935 marked the departure, at the Federal level, from 
the doctrine of individual responsibility for pensions. The 1942 Federal Revenue 
Act was a long step forward in rounding out this new idea. The task of rounding 
out that act to provide reasonable pensions for the self-employed in all income 
brackets must be completed before the new doctrine of social responsibility can 
be considered integrated and mature. 





[Reprinted from the Current Comment of the Journal of the American Medical Association, April 29, 1950, 
vol. 142, p. 1366. Copyright, 1950, by American Medical Association] 


TAXES AND PENSIONS FOR PHysICIANS 


Under existing Federal tax laws, physicians who practice as individual pro- 
prietors or partners face certain tax inequities with respect to pensions. Else- 
where in this issue (p. 1357) Dickinson points out that section 165 (a) and related 
sections of the Federal Internal Revenue Code provide that a company can set 
aside funds under approved plans for employee pensions or shares in profit- 
sharing trusts which are deductible from the company’s income as business 
expenses and, therefore, are not subject to income taxes. These funds do not 
become a taxable part of the recipient’s income until they are received, either 
when the recipient retires or when he cashes in on his profit-sharing account—at 
which time he will presumably be in a lower income-tax bracket with a reduced 
tax burden. Only physicians and other professional men who are employees— 
for example, company physicians and company lawyers—can receive the benefits 
of such nsions. A physician undergoes a long training period (the longest 
among the professions) during which he foregoes income and incurs expenses 
accumulating to approximately $35,000 at the time of entering medical practice, 
at approximately age 28. The working lifetime remaining after this prolonged 
training period is shortened, and a considerable portion of his lifetime earnings 
is ‘‘bunched”’ into a relatively few peak earning years. During these peak earn- 





*M y method for computing an individual family’s share of the public debt burden is presented in Bu- 
reau Bulletin 65, How Rich Are You?, Chicago, American Medica] Association, September 1948. 








S4 MISCELLANEOUS INCOME TAX BILLS 


ing years he is placed in a higher income-tax bracket and hence pays more income 
taxes during his lifetime than another person who receives the same lifetime 
income spread move evenly over @ greater number of vears. Thus the question 
of pensions for physicians acting as individual proprietors and partners is par- 
ticularly perplexing for them because of the unusual economic pattern of their 
professional lives. 

Mr. Dickinson. I would like also to file with the committee four 
worksheets with accompanying explanations of the technical pro- 
cedures involved in my computations. I think they will be of interest 
only to vour technical staff. The figures that I want to reveal to 
you, I think, are so startling that I want to give your technical staff 
an opportunity to disprove my figures. 

The CHatrman. Without objection, the worksheets will be filed for 
the record. 

(The worksheets referred to were turned over to the clerk of the 
committee by the reporter and placed in the committee files.) 

Mr. Dickinson. Mr. Rapp was too modest to tell you that he had 
produced another draft of this bill with all of these changes incorpo- 
rated into it. Since he did not see fit to file a copy of it with the 
committee, I will not do so either. He and | have worked together 
very closely. 

As Dr. Allman, of our board of trustees, has stated in his testimony, 
I shall indicate the changes in the bill which the American Medical 
Association wishes to present and will then proceed to an analysis of 
the bill as if it had been so amended. 

Now, these changes have been given to you already, so I will refer 
to them briefly. 

The first is a lifetime limit of $150,000, that is, 20 times the maxi- 
mum of $7,500 in 1 vear. 

The second is a special rule to provide for additional excludable 
amounts for those who are now over 55 years of age. I will not detail 
the reason for selecting the age 55 as that is in my brief. 

Then we would provide for those who are now over age 55, not those 
who will become over age 55 in the future, certain additional amounts 
equal to $750 or 1 percent of the taxpaver’s earned net income, which- 
ever is the lesser, multiplied by the difference in the attained age and 
age 55, but not more than the multiple of 20, which shall not be 
applicable after age 75. I shall refer to that as the past service 
credits limitation. 

Third, in order to make the past service credits limitation effective, 
it will be necessary to make another change, and that is that the 
contributions made after age 60 could not be withdrawn and subjected 
to the capital-gains tax unless they were kept in the fund for at least 
5 vears. 

Fourth, there is the matter of providing some alternative invest- 
ment plans by which life-insurance companies can participate. That 
matter has also been covered. 

There should also be a carry-over provision by which the taxpayer 
could exclude in his next year’s income or in the subsequent 2 years’ 
income the amount excluded in any one year over and above the 
limits set forth. 

Finally, 1 would like to amend the preamble of the bill to describe 
it more fully. 

I shall not go into these changes. I want to discuss with vou how 
much money people will get out of this bill. 
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First there is the theoretical maximum, practically unattainable, 
limits of the bill. There will be more interest, I can assure you, in the 
average annuities that can be expected under this measure. 

The primary benefits of this bill, of course, are to encourage savings 
for old age, which is in the nature of a psychological benefit, and, 
secondly, a potential reduction in lifetime income taxes. But the 
annuity, of course, is not the benefit. 

Now, if this amendment of $150,000 were put into this bill, at 
current rates now being charged by life-insurance companies—and | 
cannot say that those will be true in the future—very, very few 
persons could get an annuity on a cash-refund basis starting at lge 
70 in excess of $1,000 a month from this bill. My tables will support 
that contention. 

Now, how much is an annuity of $1,000 a month? Sixty-eight 
percent of the plans approved under section 165 since 1948 provide for 
higher maximum limits than we would have effectively in this bill. 
Of course, section 165 does not spell out limits because it is general 
legislation, and, of course, it should not spell out limits. 

We have the misfortune of having to try to work out the counter- 
part of section 165, knowing that we have to put limits in it. But 
there are many, many people in the United States for whom more 
than $7,500 will be contributed annually right now under section 165. 

Furthermore, a pension of $1,000 a month starting at age 70, not 
at age 65, when pensions cost more, is exactly 16 percent of $75,000. 
Only 3 percent of the pension plans approved under section 165 provide 
such a low limit. 

A person making $37,500 a vear could, of course, pay 40 times. He 
could get a pension of 32 percent of his average annual earnings. 
That is just about tops. Customary pension plans range from 40 to 
60 percent, and this $75,000-a-vear man who has been causing con- 
siderable worry and considerable questioning, could get only 16 per- 
cent, which is a very modest pension for anybody. 

Those of us who have developed corporate plans and those of us 
who have come before the Bureau of Internal Revenue to get plans 
approved know how strenuous that is. So it might be said that the 
purpose of the lifetime limit of $150,000 is to prevent any person, very, 
very few persons, from getting more than a pension of $1,000 a month 
on a cash refund annuity starting at age 70. 

The exception to that would be a person younger than 49 vears of 
age who earns $75,000 a vear and every vear and chose to pay in 
$7,500 in every vear for 20 vears. That would be a rare exception 
indeed in actual life. 

I think perhaps I can help the committee most by stating a few 
questions and answering them. 

First, what is the effect of the limit of $150,000? I believe I have 
already given you the gist of that. | would not be proposing a limit 
of $1,000 a month at age 70 if | could think of any better counterpart 
than section 165. It is a very difficult section to develop for the 
self-employed. 

In the absence of the $150,000 lifetime limitation, what would be 
the possibilities? Well, a person could pay from age 26 to 65, and he 
could develop a pension of $270 a month without this lifetime limita- 
tion. The American Medical Association believes that it is in the 
public interest to place a lifetime limitation upon these exelusions 
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because we are not here to ask Congress for permission to develop 
trust funds that will develop excessively high annuities. 

Our problem is with the rank and file of the medical professions. 

What is the effect of the past service credits, the special rule for 
those over age 55? When the act first becomes effective, the general 
effect of that, without going into the actuarial details, is to make it 
possible, by the exclusion of extra amounts for these people who are 
now over 55, to get a pension of roughly $1,000 a month starting at 
age 75, a very bigh age in pension matters, provided they were fortu- 
nate enough to earn $75,000 of earned income every year and provided 
they and their wives were willing to forego consumption and put that 
aside. I have tables supporting that statement also. 

I will skip the third one and the fourth one and I will go on to the 
fifth one. What would be the average pension? The United States 
Department of Commerce has made recent surveys of the incomes 
of lawyers, dentists, and physicians. On the basis of these statistics, 
which I will not go into, and on the basis of certain assumptions that 
we had to make in order to make the reckoning, the average pension 
at age 70, not age 65, that a physician can get out of this bill, according 
to those surveys of incomes of physicians, is $208 a month. I repeat— 
$208 a month. 

The average pension at age 70 which a lawyer could get out of it, 
according to this recent survey, is $146 a month; and the average 
pension at age 70 for a dentist is $140 a month. 

I would like you to take my figures and put “plus or minus 10 
percent” after them to account not for errors of arithmetic but for 
the assumptions that had to be made. 

I submit that these pensions are not exorbitant and that we are 
not asking from Congress for any unreasonable amounts. 

Being averages, some physicians, lawyers, and dentists will get 
larger pensions and some will get smaller pensions. 

Now, take the case of a physician who is now 56 and who would 
come under this proposed special rule which would allow him the 
equivalent of past service credits in pension plans. The physician, 
the average physician at the age 56, would get a pension of $131 a 
month starting at the age 75. If his past service credits, the extra 
excludable amount, were added, the dentist would receive $72 while 
the lawyer would receive $121. 

I might say, in giving these figures, Mr. Chairman, that the surveys 
made by the Department of Commerce were for 1949 for physicians, 
1947 for lawyers, and 1948 for dentists, so that the figures for the 
lawyers and dentists are somewhat depressed. The Department of 
Commerce has not yet gotten around to making post-World War II 
surveys for the two highest-income professions, namely, certified 
public accountants and consulting engineers, so that I cannot give 
you any data on those. 

Now, the monthly pension on the basis of these changes for a new 
physician just starting out to practice, making the assumption that 
the earnings were the same as they were when these surveys were 
made, would be $465 a month at age 70, for a lawyer $287, and for 
a dentist $299. The benefit, of course, would not be the pension 
which he would have purchased directly in the absence of this bill 
out of his earnings after taxes. The benefit comes only from buying 
these annuities before taxes. 
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ln passing, | should like to make a statement which would be 
difficult for me to support, but I will make it. I think we could say 
that a little over one-fifth of this pension of $208 for physicians, and 
so on, is actually the result of the tax deferment. The benefit, 
therefore, is something a little more than a fifth of these pensions. 

This is how the average men would fare under this bill. The 
costs of pensions are very high. 

Now, Mr. Chairman, how much could physicians, lawyers and 
dentists ‘exclude from their taxable income in the first year, let us 
say, 1953, that this bill is in effect? Well, it is hazardous, of course, 
to make any assumption other than that every physician and his 
wife and every lawyer and his wife and every dentist and his wife 
will be willing to forego consumption on 10 percent of their income. 

Now, the maximum excludable amount per physician on the aver- 
age in 1953 would be $1,290, and again I would say plus or minus 
10 percent. I would not attempt to guess how many of them would 
take advantage of it. For the lawyers the figure would be $860. 
For the dentists the figure would be $756. 

Now, if you wanted to assume that you would get the biggest pos- 
sible figure you could get out of that, you would get $400,000,000. But 
I believe that there are several reasons why this committee can rest 
assured that even after what Mr. Rapp of the American Bar Asso- 
ciation has suggested in getting all of the States’ laws changed that 
must be changed before this bill can actually mean anything to 
people is all done, you can go on the assumption that for these three 
professions the maximum amount that would be excluded in any one 
year is nearer to $40,000,000 than any other figure which can be 
reasonably estimated. 

Now, why do | say that? There has not been enough attention 
given this morning to this restriction in the retirement annuity. 
Here is a young man and his wife, 35 years of age. Let us say that 
this bill has been approved by the Congress and the President. Now, 
here is the option that they face: They can take 10 percent of their 
income. 

Let us say that they make $10,000 a year and that they can put 
$1,000 aside and be taxable on $9,000 instead of $10,000. But, mind 
you, what does this say? In order to make use of these savings before 
you are 60 years of age, you will have to die to get a benefit or you will 
have to become permanently and totally disabled. 

The most important reason for bringing the insurance companies 
into this picture, gentlemen, is that a selling job is going to have to be 
done on the people who are made eligible under this bill to get them to 
use it, so heavy is that restriction. That is not true in any pension 
plan that I have ever worked on or that I have ever examined care- 
fully, that is, that you can’t touch a dime of it until you are 60. 

However, in appearing before you, I think it is in the public interest 
to leave that restrictive measure in this bill so that we may have an 
opportunity to see how it works out in practice. We want the people 
to take advantage of this bill who really mean that they want to set 
aside something for their retirement and for no other purpose whatever. 

Again, the taxpayer must use his own funds. There cannot be a 
tax avoidance under this bill. There can only be a tax deferment. 

So what is the inducement? The bill will definitely encourage some 
saving for old age, but the only financial advantage other than the 
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capital gains option is the privilege of paying the income tax on the: 
amount set aside when the funds are distributed to him during his 
retired years when presumably he will be in the lower income bracket. 
I say presumably because who can predict what the taxes are going to 
be in 1973 or 1987 on retired people. 

The number of retired people is increasing at a phenomenal rate, 
and they will become a very important source of taxable revenues. 
As a matter of fact, if you were to examine the income brackets fot 
the purpose of this bill, I think you would conclude, as I have con- 
cluded, that the people who benefit most may be the low-income 
people. 

Now, why do I say that? Your first bracket of income tax today is 
20.4 percent. If you could drop out of that bracket and drop down 
to zero percent through your exclusions after you retire, your gain 
would be 20.4 percent of the amount paid. How many layers of the 
income tax structure would you have to go through to get an equiva- 
lent of 20 percent? Your increment in the present tax rate is from 
2 to 5 percent from $2,000 up to $150,000. 

Now, the only other thing that I have time for here is one thing 
which has disturbed me very much, and that is that this is a rich 
man’s bill. 

Now, that is a loaded question, and the easy answer is ves, laying 
the blame on the progressive income tax rate and the use of a tax 
deferment. 

But | think there is a much better answer. 

We are all familiar with the range of earnings progression. We 
know that particularly in the professions vou don’t make much in 
your twenties and thirties, and then you go on up. 

Now, if you mean by that that the younger men who are the low- 
income men are not going to make as much use of this as are the older 
and the higher-income men, then it is a rich man’s bill. But that is 
a phenomenon of age and not of income. 

The scientific question would be this: Would two men aged 50 or 
55 who are in different income brackets make different use of this bill? 

I think that the propensity to save is going to be the question 
and not the income bracket. There are plenty of people of moderate 
income who do a good job of saving for their old age, and there are 
plenty of people in high income brackets who don’t give that. a second 
thought. 

Now, there are several other reasons for this legislation advanced 
which are part of the brief which I will file. 

In 1935 the Social Security Act was established. That was the 
cornerstone in the development of a new social theory, namely, that 
the matter of taking care of one’s retirement should not be left entirely 
to individual initiative. 

In 1950 the amount of $1,560,000,000 was excluded from current 
revenues in the form of employer's contribytions to pension plans. 

Despite the very able statement by Mr. Silverson earlier, I believe 
that if this committee ever asked the pension trust section of the Bu- 
reau of Internal Revenue to give a figure for 1951 on the amount that 
escaped current taxation, if vou want to put it that severely, because 
of approved pension plans, the figure would be over $3 billion, not 
$1.5 billion. 
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I believe that under this bill—I am not going to go into the detail 
of this, but I will be glad to, if you want to question me—that 5 vears 
after it is in smooth operation that there would not be a half billion 
dollars excluded from current taxation under this measure. 

It will always remain a small fraction of the big amount which 
has been authorized in section 165. 

Now, the Social Security Act is the first part of the triad in devel- 
oping the new social theory about pensions; namely, that the Govern- 
ment ought to do something to a people provide for their old age. 

The second part of that triad is the Revenue Act of 1942, section 
165, that has been referred to so often. 

The third part of it is the Keogh-Reed bill. Without the Keogh- 
Reed bill your triad of new social attitude toward pensions and 
retirement allowances is just like a tripod supporting a camera with 
one leg broken. 

The self-employed grow old and suffer the vicissitudes of old age 
just as much as the people who have been employed during their 
working lives. Nature does not permit them to escape just because 
they are self-employed and excluded under the act of 1942. 

I taught economics at the University of IHinois for 25 years, and I 
said to my classes in 1942 that the exclusion of the self-employed from 
section 165 was a crime, and I repeat it here today. They, too, grow 
old, and they, too, have the right to be covered under a reasonable plan. 

We think we have developed a reasonable plan with these amend- 
ments, and we think we have come to you with a very fair plan, not 
a perfect plan and one I think which will have to be tried out over a 
period of vears. 

Although I admit that prophecy is still an exclusive divine gift, I 
do not hestitate to predict that if this bill is enacted, 5 or 10 years 
from now the Congress will see fit to liberalize its provisions because 
insufficient use is being made of the bill. 

I think that the committee, and I think that the Congress has one 
alternative to the enactment of this bill, and that is the repeal of 
section 165. But I don’t think any labor leader would come to this 
desk and plead for that, nor do I think that any industrial leader would 
come to this desk and plead for that because that is a good bill. 

We are only asking, gentlemen—and this is as near as we have been 
able to do it after months of hard work—TI would not want to recount 
the number of hours that I spent and that my associates have spent 
on it. We only want for the self-employed the counterpart of corporate 
pension systems. 

I have not seen fit to diseuss very much the provision which would 
allow employed people to come under this for the difference between 
their employer’s contribution and the 10 percent which we have under 
this bill. 

[ thank you very much. This is the first time that I have testified 
before a congressional committee. I will certainly be delighted to 
answer any questions you may wish to ask. 

The Cuarreman. Thank you, Dr. Dickinson. 

Are there any questions? 

Mr. Mason. Mr. Chairman. 

The Cuarrman. Mr. Mason will inquire. 
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Mr. Mason. Dr. Dickinson, you state that under present condi- 
tions the amount that is escaping taxes is around $3 billion and not 
$1,500,000,000. 

Mr. Dickinson. That is my statement. 

Mr. Mason. And you say that if this plan goes into operation and is 
operating smoothly, 5 years from now, or so, it will only have added 
about $500 million to that amount? 

Mr. Dicktnson. That is my best estimate, sir. 

Mr. Mason. Now, the question in my mind is this: Are you basing 
that additional one-half billion dollars on the three professions, or are 
you basing it on the possibility of all of the self-employed like farmers, 
and others in large groups coming in and taking advantage of this? 

Mr. Dickinson. | am awfully glad you asked that question, because 
I did not make myself clear. 

My figure of half a billion dollars is for the self-employed only. 
Frankly, | talked to Mr. Stam several times about it, and I don’t know 
how to estimate the amount that will be excluded by persons who have 
no pension system, emploved persons who have no pension system or a 
very important pension system. That is outside the scope of my 
estimate. 

Mr. Mason. Then you are taking into account the difference 
between the 8 million emploved now covered under corporation pen- 
sion arrangements, and the 40 million that are now employed but 
are not covered under corporation pension plans, but are working 
for different plants that have none of these pension plans? 

‘r. Dickinson. You are correct. I have not tried to make any 
estimate of the amount of use that would be made of this by employed 
persons. 

For example, if a man got $4,000 a year, under the terms of this 
bill he could set aside $400. But if his employer was setting aside, 
say, $260, he could only set aside $140, the difference. 

The problem of estimating a figure like that is so formidable that 
I wouldn’t even undertake estimating it. I wouldn’t know of any 
way to do so. 

But I might add to your statement by saying that there are many 
more people than 8 million coming under the pension system. For 
example, I have been in this building today, and such persons as the 
elevator operators and the people in the cafeteria are under pension 
plans. 

There are many pension systems besides those of corporations in 
which something of the same thing takes place. 

So I wouldn't think that your figure of 8 million was correct. I 
believe it is far too low. 

Mr. Reep. | called up the other day just to get these figures for 
the record, and I was told that there were 64 million people on social 
security. 

Mr. Dickinson. Do you mean card numbers or account numbers 
issued? 

I did say, in connection with the question that Mr. Mason asked, 
Mr. Reed, that the amount employers are excluding from taxation 
today under social security in 1950 was $1.56 billion. 

I don’t have the figure for 1951. 

Now, I don’t want to leave this table leaving anyone with the 
impression that I am urging you to repeal section 165. I want to 
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make that clear. I think that is a good law. I think we have to go 
on in developing the new social theory and complete the social theory. 

Otherwise, we are worse off than we were when we started, unless 
we are willing to go ahead and complete the theory. 

The CuarrMan. We thank you, Mr. Dickinson. 

(The brief submitted by Frank G. Dickinson is as follows :) 


STATEMENT BY FRANK G. Dickinson, Pu. D., on BEHALF OF THE AMERICAN 
MeEpIcAL ASSOCIATION 


Il am Frank G. Dickinson, Ph. D., of Evanston, Ill. Since September 1946 I 
have served as the director of the Bureau of Medical Economic Research of the 
American Medical Association. I am appearing as a representative of that 
organization in support of H. R. 4371 with some suggested changes. Prior to my 
present employment, I taught economics at the University of Illinois for 25 years, 
particularly courses in insurance; as a consultant, I estimated the cost of the 
pension plans of business firms and otherwise helped in the establishment of pen- 
sion programs. In 1944 and 1945 1 served as president of the American Associ- 
ation of University Teachers of Insurance. 

As Dr. Allman of our board of trustees has stated in his testimony, I shall first 
indicate the changes in H. R. 4371 which the American Medical Association wishes 
to suggest and then proceed to an analysis of the bill as if it had been so amended. 
In fact, I had hoped that these amendments could have been before you in printed 
form today. 

This is an excellent bill which will meet a felt need, but its provisions are too 
generous for the young and too restricted for those who are now old. The sur- 
vivors of those who are now young will some day be old and those who are now 
old will in due time pass from the scene. Since one of the general purposes of this 
bill is to encourage pensions for the self-ernployed of a type broadly similar to 
those encouraged by section 165 of the Federal Internal Revenue Code, I trust 
that the members of this committee will not object fo my use of the term ‘“‘past 
service credits’ and ‘normal’ contributions as a means of making comparisons 
between this bill and section 165. In addition to changes in the excludible amounts 
specified in the bill it would also be desirable to have a reasonable carry-over 
provision and to permit persons who do not belong to ‘“‘a bona fide agricultural, 
labor, business, industrial, or professional association or similar organization’’ to 
participate in the benefits contemplated by this bill. Some of these needed 
changes have been mentioned already today by others. 

I shall enumerate the proposed changes without attempting to indicate the 
exact language needed: 

(1) The provision for the amount excludible annually (10 percent or $7,500, 
whichever is the lesser) should cease to apply after the aggregate of his annual 
exclusions thereunder reach a total of 20 times $7,500. I shall refer to this change 
as “the lifetime limitation of $150,000.” 

(2) There should be added a special rule to provide for additional excludible 
amounts for those who are now over 55 vears of age. I suggest that this addi- 
tional amount should be equal to | percent of the taxpayer's earned net income, 
or $750, whichever is the lesser, multiplied by the number of years of his age in 
excess of 55 determined as of January 1, 1952, but not in excess of 20 and, further, 
that the additional excludible amount shall not apply to taxable vears after he 
reaches age 75. I shall refer to this change as the “past service credits’’ limitation 
and will show how it applies only to those who are now over age 55. 

(3) In order to carry out this No. 2 proposal for “‘past service credits” it would 
be necessary to alter the bill so that amounts excluded would be taxable as current 
income if they were realized in less than 5 years after they were excluded. The 
“past service credits” provision which I am suggesting would encourage exclusions 
to be made after age 60 and they should not be realized in cash or as an annuity 
in less than 5 vears if the taxpayer is permitted to pay only the capital gains tax 
upon those amounts. 

(4) The taxpayer should be given some choices in the investment of his ex- 
cludible amounts. The trust arrangment described in the bill is satisfactory for 
those who want to have their funds accumulate in that manner. But persons 
who do not belong to associations should be permitted to purchase restricted 
retirement annuity contracts which are just as restricted as to distribution of 
proceeds as is the restricted retirement fund. Furthermore, the individual should 
probably be permitted to set up a trust fund in any bank of his own choosing. 
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(5) There should be a carry-over provision which would permit the taxpayer 
to exclude from his next year’s income or from his next 2 vears’ incomes the 
amounts excluded in any one year over and above the limits set forth. No 
specific period of years is suggested for the carry-over period. This provision, 
along with the others suggested above, would provide reasonable limits plus 
flexibility. 

(6) Finally, the preamble to H. R. 4371 fails to describe its full purpose with 
the suggested changes. I would suggest the following substitute ptf for 
the preamble: ‘To remove the discrimination against certain persons in regard 
to the establishment of private pension plans by permitting the postponement 
of income tax with respect to a portion of earned net income paid to a restricted 
retirement fund or as premiums under a restricted retirement annuity contract.” 

I have read a preliminary draft of the testimony which Mr. Leslie Rapp ex- 
pected to give today. That draft makes reference to all of the proposed changes 
mentioned above; and to some others. 

So much for the suggested changes. I shall first discuss the effects of the 
original and suggested limitations on the maximum annuities which can reasonably 
he expected, estimate the average annuities, state and answer some questions, 
and then proceed to the general reasons for the need for this legislation. 





PART I. MAXIMUM VERSUS AVERAGE ANNUITIES 


Although the first consideration must obviously be the maximum annuity 
which can be expected under this legislation, it must be realized that probably 
no one will ever obtain that maximum. My discussion of the maximum annuity 
will, therefore, be highly theoretical and will locate a theoretical, unattainable 
boundary. There will be, of course, much more interest in the average pension 
which can reasonably be expected. The basic purpose of the limitations in this 
bill with the changes suggested is to prevent, by indirection, the taxpayer from 
developing a retirement annuity or pension starting at age 70—not the traditional 
age 65—of more than approximately $1,000 per month. 

The committee must bear in mind that the amount of the annuity is not the 
benefit which this bill would give the taxpayer for the taxpayer must use his own 
earned income—not a part of his employer's gross income. The primary benefits 
are: (1) Encouragement of savings for the needs of old age, a psychological benefit ; 
(2) a potential reduction in lifetime income taxes. But the annuity itself is not 
the benefit. 

How does a pension of $1,000 per month starting at age 70 compare with the 
maximum amount of pension which can be developed under industrial pension 
plans approved under section 165 of the Internal Revenue Code? According to 
the 1950 edition of A Study of Industrial Retirement Plans, Bankers’ Trust Co., 
New York, 42 percent of the new plans (1948-50) do not provide any limitations 
on maximum pensions. I have appended hereto a copy of tables IX and XII in 
this publication. In addition, 14 percent of the new plans limit the maximum 
pension to $18,000 to $35,000 per vear and 12 percent limit the maximum pension 
to $12,000 to $18,000 per vear. Thus, according to their report, only 32 percent 
of the plans limit the maximum pension to less than $12,000 per year. 


Table 1X 


Percentage of plans in each benefit category based on 30 
years of future service 


Pensions, exclusive of social security, as per- 


centage of average compensation Average annual compensation 

$2,000 $3,000 $5,000 $15,000 

Percent Percent Percent Percent 
® percent and under F s 10 1 3 
21 through 25 percent 29 27 6 2 
26 through 30 pereent_ _. 43 45 16 ll 
31 through 35 percent 5 4 2s 6 
36 through 40 percent 6 6 >) 7) 
41 through 45 percent 4 4 lv 36 
46 through 50) percent. _ _. 2 2 6 u 
51 through 55 percent 1 16 
56 percent and over 3 2 3 s 
WORE. sadssenns _ ‘ . 100 100 100 100 


Source: A Study of Industrial Retirement Plans, 1950 edition, Bankers Trust Co., New York, p. 12. 
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Table XII 


' “s 1943-47, 1948-50, 
Maximum pensions new plans | new plans 
Percent Percent 
Maximum dollar pension 
$18,000 to $35,000 Y 14 
$12,000 to $18,000 20 12 
$9,000 to $12,000 12 7 
Less than $9,000. 22 9 
Maximum annual earnings recognized in determining pensions: 
$30,000 to $60,000 4 $ 
$20,000 to $30,000 4 1 
$10,000 to $20,000 4 7 
Less than $10,000 ; 
Maximum pension as a percent of compensation ‘ 1 | 2 
No limitation as to maximum pension 24 42 
Total 100 100 


Source’ A study of industrial Retirement Plans, 1950 edition, Bankers Trust Co., New York, p. 14 


Generally, we can say that the Reed-Keogh bill with changes suggested would 
establish a limit on annual pensions which is less than the dollar limit in 68 pereent 
of the new pension plans approved during 1948 to 1950 under section 165 of the 
Internal Revenue Code. In this comparison five points should be borne in mind: 

First, the employer does not pay all of the cost; some students and practicing 
actuaries use a 2-to-1 ratio as a rule of thumb; that is, the employer pays about 
twice as much as the employee under most pension plans. Accordingly, some 
would argue that our maximum pension of $12,000 per year should be compared 
with a maximum pension of $18,000 per year in an industrial pension system from 
the standpoint of tax deferment. I do not completely agree or disagree with this 
contention. 

A second point is that we are talking about a maximum pension of $1,000 per 
month starting at age 70, whereas 88 percent of the new pension plans approved 
during 1948 to 1950 specify age 65 as the normal retirement age. As you know, a 
pension starting at age 65 costs more than one starting at age 70; at prevailing 
rates charged by insurance companies for a cash refund annuity, the single 
premium at age 65 is about 10.6 percent higher than the single premium at age 70. 

A third point is that the cost of an annuity for a female is higher than for a male 
and the general maximum of $1,000 a month starting at age 70 for males means a 
lower maximum for females under this bill. The Bankers’ Trust Co. study seems 
to imply that their data on maximum pensions refer primarily to males, but I am 
not completely sure of it. At any rate, a pension of $1,000 per month for a 
female requires larger accumulations than a pension of equal amount for a male 
and all of my computations are based upon the rate for males. 

A fourth point is that this general limit of a monthly cash refund annuity of 
approximately $1,000 starting at age 70 would be, of course, only 16 percent of 
$75,000, the minimum annual earned income required for the maximum annual 
exclusion, $7,500, from taxable income. As will be shown later, a person with an 
earned income of 837,500 every vear for 40 vears could obtain a pension of almost 
the same amount starting at age 70 and, thereby, his pension would be approxi- 
mately 32 percent of his average annual earned income. The maximum would be 
about 32 percent. According to reproduced table IX, only 3 percent of the new 
plans ain at a comparable pension percentage of less than 20. 

A fifth point is that industrial pension systems usually base the amount of 
pension on an average of the highest 5 years of earnings, or the highest five 
consecutive years of earnings, or the last 15 years of earnings, few of the newer 
jlans base the pension on an average of earnings for every year. Under this 
Dil the latter rule is followed and the excludable amounts will be low for the 
typical person in any class during his 20’s and 30’s when his earnings are rela- 
tively low. 

In speaking of maximum pensions I wish to disclaim any gift of prophecy 
regarding annuity costs in the future which will depend primarily upon the 
rates of interest and mortality. In this entire discussion I shall use prevailing 
annuity premium rates. If the interest rate in future decades should rise and 
the mortality remain constant, the annuity premium rates or pension costs 
would decline; a decline in mortality rates among persons receiving pensions 
would, of course, tend to increase future annuity rates. An increase in the 
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premium rate means a decrease in the monthly benefit which can be purchased 
with a single premium of $1,000. So everything I say here today regarding 
the amount of annuity that can reasonably be expected under the provisions 
of this bill is based upon prevailing annuity rates. In passing, it should be 
noted that there have been several successive increases in annuity premium rates 
during the last two decades. 

A list of the single premiums used in my computations may be helpful to the 
staff of this committee. For a cash refund annuity of $1,000 per month the 
single premiums used are’ age 65, $222,720; age 70, $201,456; and age 75, $181,692. 
Although I have not used the “installment refund” or “no refund” annuity in 
my computations, the comparable single premiums may be useful to the com- 
mittee. For an installment refund annuity of $1,000 per month the single pre- 
miums are: age 65, $210,360; age 70, $187,032; and age 75, $164,772. Fora 
“no refund” annuity of $1,000 per month the single premiums are: age 65, $159,- 
072, awe 70, $132,348; and age 75, $107,784. As stated elsewhere, I have used 
the cash refund annuity because it is the type which most persons would elect. 
Under the ‘‘no refund” type no payments are received after the death of the an- 
nuitant. Obviously this is the cheapest of the three types. Another reason I 
did not use it is because it does not fit the purposes and the procedures of this 
plan for this plan encourages a voluntary system of pensions which can be viewed 
as either a savings plan or as an annuity plan. The savings feature is so strong 
that only the cash refund annuity seems to qualify. Perhaps a case could be 
made for the installment refund which provides that the monthly annuity shall 
continue after death until the sum of the monthly amounts equals the single 
premiums. The cash refund annuity provides that this difference shall be paid 
in cash at the time of death instead of being paid in installments. 


PART Il, QUESTIONS AND ANSWERS 


1. What is the effect of the lifetime limit of $150,000? 

Suppose a taxpayer had an earned income of $75,000 every vear from age 26 
to 65—an almost unimaginable experience. Without this lifetime limit he could 
exclude $7,500 a vear from age 26 to age 65 (inclusive) or a total of $300,000 during 
his lifetime. His cash refund annuity would be $2,270 a month starting at age 
65 and $2,840 a month starting at age 70. These high amounts would be, in our 
opinion, contrary to the public interest. We have insisted upon a lifeti:ne 
limit on maxitnum annual exclusions. 

The lifetime limit of $150,000 will prevent him from paying $7,500 in more than 
20 vears, half of the traditional 40-year working lifetime. If he were to start at 
age 32 and exclude $7,500 in alternate years, his lifetime excludable total would be 
$150,000 and his pension starting at age 70, $1,239 per month. For computing 
pension benefits the lifetime limit does, in effect, cut the annual dollar limit in 
half— from $7,500 to $3,750; or it cuts the ‘‘exeludable vears’’ from the traditiona! 
10 working vears to 20. It has this generai effect while creating flexibility. 
If he made the 20 annual payments of $7,500 from ages 35 to 54 (inclusive), his 
monthly pension starting at age 65 would be 31,129 or, starting at age 70, $1,412. 
A less unlikely case would be a person excluding the maximus from ages 15 to Ol, 
or from ages 51 to 70. 

Thus the general effect of the lifetime limit of $150,000 is to make it impossible 
for even a person with an annual earned income of $75,000 every vear to obtain 
a pension starting at age 70 very much in excess of $1,000 per month. That is the 
major purpose of the lifetime limit of $150,000. More about its purpose later. 

One important feature of the lifetime limitation might be overlooked. The 
limitation is a maximum dollar amount. It does not also limit the percentage 
although the annual limit is stated as $7,500 or 10 percent, whichever is the 
lesser. Thus, there is no lifetime percentage limitation; the counterpart would 
have been that the lifetime sum of the percentages could not exceed 20 times 10, 
or 200. If a maximum limitation had been applied to the percents ges as well as 
to the dollars, individuals receiving annual earned incomes of less than $75,000 
would have been handicapped severely. Making the limitation apply only to 
20 times the annual dollar maximurn gives persons of lower incomes an opportunity 
to pay in more years and thereby achieve higher pensions. For example, take the 
case of a man who earns $37,500 a vear every vear from age 27 through age 65. 
He could make 40 payments of $3,750 totaling $150,000 which would finance an 
annuity of $1,135 per month starting at age 65 or $1,420 per month starting at 
age 70. The lifetime sums of his exclusions would be $150,000 and 400 percent 
of annual incomes. Other illustrations, using lower earned incomes, would 














MISCELLANEOUS INCOME TAX BILLS 95 


demonstrate that this bill with the suggested changes would benefit the eligible 
taxpayers in the lower income groups. 


2. How much would the annuity be increased if the computations were made for 
different types of annuities— No refund and an installment refund—Without 
the lifetime limitation? 

Without the lifetime limit of $150,000 a taxpayer could pay $7,500 annually 
from age 26 to 65 if he earned $75,000 every year, and obtain a monthly no refund 
annuity of $3,178 or a monthly installment refund annuity of $2,403 starting at 
age 65. As already mentioned, the cash refund annuity for this man would be 
$2,270 starting at age 65. A cash refund annuity has been used in all of these 
computations because, among other reasons, it is the type which most persons 
would elect 


3. What is the effect of the past-service credit—the special rule which permits ad- 
ditional excludable amounts for persons over age 55 when the act first becomes 
effective? 

The extra amount is $750 or | percent, whichever is the lesser, multiplied 
by the difference or excess in vears between the attained age when the act first 
becomes effective and age 55 with a maximum multiple of 20 (again) and with the 
last taxable vear being the vear when the taxpayer attains age 75. During 1953 
the maximum extra excludable amount and the corresponding maximum extra 
excludable percentage of earned income will be determined and will remain 
unchanged as the taxpayer approaches age 75, after which they will become zero. 
(The “normal” amounts could be excluded at ages above 75.) The effects of 
this past-service credit, a feature of most industrial pension plans approved under 
section 165 and an outstanding feature of the OASI primary benefits under the 
Social Security Act, are set forth in table 1. Past-service credits are very, very 
costly in any pension system. The normal pension starting at age 75 derived 
from the normal contributions are shown in column (9) of table 1. A person age 
56 when this act becomes effective could exclude annually $7,500 plus $750 (see 
columns (4) and (5)) and accumulate enough in the trust fund to purchase ¢ 
monthly annuity starting at age 75 of $1,054 from the “normal” contributions 
plus $105 from the additional contributions making a total monthly annuity of 
$1,159. An examination of column (11) will show that, for persons age 56 to 65 
when this act becomes effective, the real effect of the past-service excludable 
amount is to bring the monthly annuity starting at age 75—an extremely high 
age—up to little more than $1,000 per month. The general effect, therefore, of 
these additional excludable amounts, which I have called past-service credits, 
is to enable many of those who are now above 55 vears of age to achieve an annuity 
of little more than $1,000 per month starting at the high age of 75 if their annual 
earned income is $75,000 each vear. Although the excludable amounts set forth 
in columns (4) and (5) and the extra excludable percentages of earned income set 
forth in column (6) may seem very high, it cannot be contended that the maximum 
pension starting at age 75 which could be financed is unreasonably high. These 
older persons are so close to age 75 that the accumulation period is also very short. 
Those who stress the excludable amounts may consider this past-service provision 
too liberal. Conversely, those who stress the amount of the monthly annuity 
may consider the past-service feature too conservative, especially for persons 
age 65 to 75. 
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We support this past-service credit provision for the same reasons we support 
the lifetime limit of $150,000, because both are in the public interest. The original 
bill was too generous for the young and too niggardly for those who are now old. 
The committee might see fit to limit its application to the self-employed as I 
suspect a survey would indicate that past-service credits in approved pension 
plans are quite generous. 


, 


j. Why choose ove rage 55 instead of choosing overage 50 for eligibility for these past- 
service credits? 

The primary answer to this question is that those in the age group 51 to 55 when 
this act becomes effective can by excluding the maximum ‘“‘normal’’ amounts 
each year obtain a pension of close to $1,000 per month starting at ages 70, 71, 
72, 73, or 74. The man at ace 51 without benefit of past-service credit could pay 
$7,500 twenty times and have enough in the trust fund to purchase a monthly 
annuity of S951 starting at age 70; the man ave 52 could purchase a monthly 
annuity of S971 starting at age 71; the man ace 53, S991 starting at ace 72; the 
man at age 54, $1,012 starting at ave 73: the man at age 55, $1,033 starting at 74.! 
Since pe ple in this age group, 51 through 55, could finance a maximum annuity of 
close to $1,000 per month starting 20 vears later, there is no creat need for the 
provision for the extra excludable amounts to apply to any person below age 56 
when this act first becomes effective. 

5. What would be the average nsion? 

The first four questions have dealt with maximum pensions. It is an important 
consideration only for an extremely rare case in establishing the boundaries for 
this voluntary pension system. It is difficult to imagine any person having an 
sarned annual income of $75,000 every vear from age 26 to 65 or from age 31 to 
age 70. There is not enough information available on the earned income by age 
groups for all earners in the United States—not even for the self-employed only— 
to prepare any careful estimates of average pensions and average amounts which 
could be excluded. Fortunately the United States Department of Commerce in 
recent vears has made surveys of the incomes of physicians, lawyers, and dentists. 
The average income in these surveys for each 5-year age group can be used to 
approximate averages for the members of these three professions. 

It is necessary to make several assumptions. First, I shall assume for purposes 
of computation that a man’s earning lifetime is divided into periods of 5 vears 
each, that he earns the average income for his age group throughout each period, 
and that he will exclude 10 percent—-the maximmum—of his earned income annually. 
(This is another maximum.) Second, I shall assume that he pavs the annual sum 
into the pension fund on each birthday and that amount accumulates at 2% 
percent interest, compounded annually. At this point it should be realized that 
the over-all average professional earnings for members of each of these three 
professions at all ages cannot be used in a simple calculation——S11,858 for physi- 
cians with major source of medical income from independent practice (excluding 
salaried physicians); for lawvers, $7,517, and for dentists, $7,047. I wish we 
could use the over-all average income, Also, it should be noted that the surveys 
covered the incomes of physicians in 1949, the incomes of lawyers in 1947, and for 
dentists in 1948—a fact which lowers somewhat the averages used in this compu- 
tation for lawyers and dentists as compared to those for physicians and presents 
somewhat lower averages than would the 1952 averages for each profession. 
In order to produce some measure of uniformity the relatively few physicians, 
lawvers, and dentists below 25 vears of age were excluded. It is also assumed 
that the earned income averages by age groups remain unchanged during the 
next four decades; this assumption is the most unrealistic but without it no 
computations could have been made. (The averages are set forth in table 2; in 
the table title “as amended” should read ‘‘with suggested changes.”’) The 
averages would be as follows: 





' If the monthly annuity for each man now age 51, 52, 53,54, or 55 were to start at the same age, 75, the 
amounts, because of additional interest and because of the lower single premium, would be: for the man age 
51, $1,198 instead of $951; for the man age 52, $1,164; for the man age 53, $1,136; for the man age 54, $1,108; and 
for the man age 55, $1,081 

Continuing the series downward to ages below 51, the monthly annuities starting at age 70-—shown in 
column (17) of worksheet table LIT not reproduced herein—would be as follows: for the man now age 51, as 
noted above, $951; for the man now age 50, $975; for the man now age 49, $999; for the man now age 48, $1,024, 
Thus the breaking point comes precisely at age 49 and those below age 49, who could and would contribute 
the maximum of $7,500 in each of 20 consecutive years, could finance an annuity of more than $1,000 per 
month starting at age 70. The most extreme case given in worksheet table IV is $1,807 per month for a person 
who made 20 consecutive payments of $7,500 per year starting at age 25. If the monthly annuity were to 
start at age 5, instead of age 70, only those below 40 years of age could finance a monthly annuity of more 
than $1,000 per month by 20 consecutive payments of $7,500, 
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TaBLe 2.—Some expected ' average results for physicians, lawyers, and dentists from 
H. R. 4371 as amended 








. a 
(1) 1 @ | (3) | (4) 

| | 

Average montbly - | 

| pension starting | | Average “+ 

at age 70 | amount in 

Ages | | Ages 
oo Meee T 

| Amount Percent Amount | Percent | 
1. All physicians $208 +10 | 25-49 $1, 286 | +10 25-74 
2. All lawyers 146 +10 25-69 860 +10 | 15-74 
3. All dentists 140 +10 25-49 7M +10 25-74 
4. A new physician 465 +10 25 | 679 | +10 25-29 
5. A new lawyer 7 +10 25 318 +10 25-29 
6. A new dentist 20 +10 | 25 487 | +10 35-29 

Pension at age 75 

= ~—- = 5 
7. A physician now age 56 $131 +10 | | $1, 455 +10 a 
8. A lawyer now age 56 121 +10 | . | +10 | . 

9. A dentist now age % 72 +10 786 +10 | 


' Based upon average net professional income in 5-year age group reported by William Weinfeld in the 
Survey of Current Business, U. 8. Department of Commerce, for ae in 1949, lawyers in 1947, and 
dentists in 1948. (Income of Physicians, 1929-49, July 1951, pp. 9-26; Income of Lawyers, 1929-48, August 
1949, pp. 1-7; Income of Dentists, 1920-48, January 1950, pp. 8-16.) It was assumed that every person in 
each age group would exclude the maximum amount permissible from taxable income—an assumption which 
makes the averages too high. The number of persons in each age group who responded to the U. S. Depart- 
ment of Commerce income questionnaires was used in obtaining the averages for persons at all ages in rows 
(1), (2), and (3). It was also assumed for the computations that new entrants into the professions were 
typically age 25, although it is well known that most physicians start practice several years later. 


(a) The average monthly pension starting at age 70 for all physicians now in 
independent practice (at all ages) would be $208. | prefer to say that my estimate 
is $208, plus or minus 10 percent. 

(b) The average monthly pension starting at age 70 for all lawvers now in 
independent practice (at all ages) would be $146, plus or minus 10 percent. 

(c) The average monthly pension starting at age 70 for dentists now ir inde- 
pendent practice ‘at all ages) would be $140, plus or minus 10 percert. 

These average pensions starting at age 70 certainlv cannot be regarded as 
exorbitant. Also, these averages are far below the maximum pensions previously 
discussed. Since they are averages, some physicians, lawvers and dentists will 
get more and some will get less The actual benefits— the tax savings—might not 
exceed one-fifth of the amount of the pensions. No postwar income data are 
available for the two professions with the highest pre-World War II earnings— 
certified public accountants and consulting engineers. I do not know how to 
make similar coniputations for other taxpayers but I believe that we can safely 
say that this voluntary pension system, which will not permit a pension of much 
more than $1,000 per month starting at age 79, will produce an average pension 
of somewhere between $150 and $300 per month; perhaps a closer approximation 
under the assumptions would be a range for the average pension of $150 to $250 
per month. Since one of the assumptions is that the taxpaver in each of these 
three professions would pay the full 10 percent of his earned income every vear 
into the pension trust, there is reasonable doubt that the average pension would 
be as high as $150 to $250 per month starting at age 70. Looking at these aver- 
ages, who can charge that this bill with the suggested changes is a “rich man’s 
bill’’? 

(d) The monthly pension, on the basis of perpetuating the age-earnings pro- 
gressions in the three surveys, starting at age 70 (in calendar year 1998) for a 
young man entering practice in 1953 at age 25 would be: a physician, $465; a 
lawyer, $287; and a dentist, $299. These averages represent the maximum oppor- 
tunity for the average new entrant into each profession. Again, the benefit is 
not the pension which he could have purchased directly in the absence of this bill 


out of his earnings after taxes. The benefit comes only from buying these 
annuities before taxes. 

(e) The additional amounts excludable under the proposed past-service limita- 
tions may seem quite large to many, especially if only the maximum amounts are 
considered. (The maximum monthly pensions starting at age 75 are shown in 
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column 12 of table 1.) As shown in table 2, the average monthly pension for 
physicians now age 56 financed by normal plus past-service credits would be 
$131 plus or minus 10 percent; for the average lawyer now age 56, $121 plus or 
minus 10 percent; and for the average dentist now age 56, $72 plus or minus 10 
percent. I submit that no one will consider that pensions of such small amounts 
will indicate that the past-service-credit amendment which we propose is for the 
benefit of “rich men”’ exclusively. 


6. How much could physicians, lawyers, and dentists exclude from thetr tarable in- 
comes the first year (1953) this bill is in effect? 

It is hazardous to attempt to guess the aggregate excludable amount for each 
profession. I would prefer, therefore, to first estimate the excludable amount of 
an average member of each of the three professions who would exercise his rights 
under this bill. 

(a) The maximum excludable amount per physician during 1953, upon the 
assumptions noted above, would be approximately $1,290, plus or minus 10 percent. 
I would nét attempt to guess the number of thousands of physicians who would, 
under this bill, exclude the maxitnum amounts during 1953. The potential num- 
ber of thousands according to the definitions used in our computations, would be 
about 160. 

(b) The maximum excludable amount per lawyer during 1953 would be approx- 


imately S860, plus or minus 10 pereent. Again T would not know how to estimate 
the number of thousands of lawyers who actually would, under this bill, exclude 
their maximum amounts. I judge that the maximum number in thousands 


would be about the same for physicians as for lawyers, 160; but this is not a 
very good guess. 

(c) The maximum excludable amount per dentist during 1953 would be $756, 
plus or minus !0 percent. I would not want to guess how many thousands of 
dentists actually would, under the bill, exclude the maximum amounts during 
1953. The potential number of thousands is somewhat less than SQ. 

To summarize for these three professions; 400 million dollars (200+ 1410+ 60) 
could theoretically be excluded from 1953 taxable income provided every member 
of each of these three professions excluded his maximum mount. Considering 
a number of imponderables and the cifficulties that all citizens face in trying to 
set aside money for old age, | have a strong hunch that the members of these 
three professions in 1953 would not exclude more than 40 million dollars from 
their taxable incomes under the previsions of this bill. The most important of 
these imponderables is the unattractiveness of the trust fund as a form of invest- 
ment because of the restrictions that have been incorporated in this bill—and I 
think these restrictions sre in the public interest. I refer to the fact that one 
cannot horrow, one cannot use in anv way the accumulations in this trust until 
he attains 60 veers of age except as a death benefit or for permanent and total 
disability. Only a small minority of industrial pension plans have restrictions 
anywhere near as severe. 

A young man getting started in his profession at, say, 30 years of age will not 
find the opportunity to set aside 10 percent of his earned income into this fund a 
serious temptation to defer taxes since he cannot touch the fund in any way, shape, 
or form for his ordinary financial crises. What is the inducement? The bill will 
definitely encourage some saving for old age but the only financial advantage, 
other than the capital-gains option, is the privilege of paying the income tax on 
the amounts set aside when they are distributed to him during his retired years 
when presumably he will be in the lower income tax bracket. I would stress the 
word “presumably.” There can be no tax avoidance, only deferment. The 
taxpayer must use his own funds, not his employer’s. The taxpayer must elect 
to save rather than spend his own earned income. The amount of the pension 
is not the benefit: the benefits are the encouragement to save for retirement and 
the prospect of lower lifetime taxes. Specifically, the gain to him per $1,000 
excluded would be the difference between the income tax that would have been 
levied against this $1,000 during each of the working years of his life and the 
income tax per $1,000 of taxable income during his retired years; or, if he should 
draw out the accumulated trust fund in one lump sum, the difference between 
the current income tax per $1,000 and the capital-gains tax on $1,000. 

The 1951 income tax rate schedule, as you well know, does not have a constant 
percentage increment. The starting rate is 20.4 percent on taxable income of not 
over $2,000, rising 2 percent for the next income group, $2,000 but not over $4,000; 
then it jumps 4.6 percentage points to 27 percent on taxable incomes between 
$4,000 and $6,000; in the next bracket in the seale it rises 3 percent, in the next, 
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5 percent, and then in the next bracket, 4 percent, ete. Thus the increment in 
the tax rate ranges from 2 percent to 5 percent on taxable incomes of $2,000 to 
$150,000. The advantage of tax deferment, except where capital gains are 
involved, is paying a lower tax rate during the retired years as the annuity is 
received, than would have been applicable during the working years of life. 
Future increases in tax rates could eliminate all gains from tax deferment; future 
decreases in rates would, of course, enlarge the gains. It should be carefully 
noted that the greatest prospective ‘‘one step’’ gain in the tax rate is for an in- 
dividual who would have paid the minimum rate of 20.4 percent on the excludable 
amounts during his working lifetime—if he had not excluded the amounts— 
and has exemptions which cover all of his income during his retired years: the 
value of his tax deferment to him, at current income tax rates, is 20.4 percent— 
equivalent to the increment of 4 to 10 tax brackets. From this point of view the 
greatest tax savings percentagewise from tax deferment under this bill may 
actually be enjoyed by persons in the low income group. 

I can think of no way to estimate the average tax savings, the average ‘‘drop” 
in present bracket rates which an average physician could expect from this bill 
with the suggested changes. I would have prepared an estimate if I could have 
seen any practical way of doing it. But that is not my point here. Rather, I see 
no way to predict the income-tax rates and exemptions which will be applicable 
to the retired vears of life in 1960, 1970, 1980, and 1990. Probably few Congress- 
men believe that the tax-rate percentages will be lower than they are now. I 
dare say that the most reasonable assumption is that the income-tax rates in future 
decades applicable to the different levels of income during the retired years of 
life will likely be higher than they are now. At least, the number of retired 
persons will increase; and they may become a very large source of potential 
revenue. This hazard of further increases in income-tax rates during the retired 
years of life will be the greatest deterrent for physicians—and I dare say for other 
eligible taxpayers—to make full utilization of the tax-deferment privileges under 
this bill. The realized benefits under this bill will probably be quite modest. 

Because of these unattractive features of the bill—features to which I fully 
subscribe—I am convinced that the Treasury Department has no grounds for 
expecting a tremendous amount of money to be excluded from taxable income in 
1953. It is likely, however, that as taxpavers become familiar with this bill (with 
the suggested changes) after its enactment there will be a gradual increase in its 
utilization. If the amount should ever attain large proportions, the Act could be 
amended. 

I have been unable to obtain from the Pension Trust Section of the Bureau of 
Internal Revenue any estimate of the total amount of taxable income now being 
paid by taxable employers into pension funds of various kinds for their employees; 
it must be several billion dollars. I doubt very much that 5 years after this law 
has been in operation the total amounts excluded from current income tax would 
be more than a small fraction of billions of dollars now being excluded by em- 
ployers on account of payment into pension funds under pension plans approved 
under section 165 of the Internal Revenue Code. Another David and Goliath. 
May those who are worried about David not forget Goliath in thinking about the 
current loss of revenue. I would rephrase a question which I asked in the early 
part of my remarks. If the pensions are good for the goose, would they not be 
good for the gander? I am sure that none of you will think that I am calling a 
person who is now eligible for a pension a goose and one who is not eligible because 
of the oversights in the Internal Revenue Act of 1942, a gander. Perhaps the 
term ‘“‘the forgotten men in pension legislation’? would be more apt for the almost 
10 million self-employed persons of the 60 million total of gainfully employed 
persons in the Nation’s entire labor force. 


7. Will “rich men” be more likely to exclude the maximum permissible amounts 
from current taxable income than “poor men?” 

This is a loaded question to say the least. The easy answer is “‘ves” to this 
question and to attribute the greater use of tax deferment privileges to the steeply 
progressive income tax schedule itself. But there is a better answer. In the 
surveys of the incomes of physicians, lawyers, and dentists conducted by the 
United States Department of Commerce the peak professional earning years do 
not come until well after age 40. Everyone in this room who is more than 40 
years of age knows that vounger professional people are not greatly concerned 
with the economic hazards of old age. Rather the younger men are concerned 
with the expenses of rearing a family and with the purchase of sufficient life 
insurance to protect their young families. Most of us were more than 40 vears 
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of age when we first thought seriously of our personal retirement problem. Since 
the average man postpones until close to his peak earning years the consideration 
of his retirement problem, it is true that more use of this bill can be expected 
from high income earners than from low income earners. But this is merely a 
phenomenon of age itself rather than whether a man is “rich” or “poor.” <A 
scientific answer to this loaded question would require a comparison of “rich 
men” and “poor men” of the same age, not of different ages. -Will the high 
income earners in the age group 45 to 50, for example, make more or less use of 
the tax deferment opportunities under this bill than will lower income earners in 
the same age group, 45 to 50? I will leave that speculation to the members of 
the committee with the observation that some people of moderate means have 
evidenced more willingness to forego current consumption in order to meet their 
old age needs than have high income earners of the same age. The personal 
equation will play a major role in determining the extent of participation. In- 
deed, the propensity to save may be the most important factor. 


PART HUI. GENERAL REASONS 


We now turn to the general reasons why this legislation is so very necessary. 
Although I shall stress the need of physicians for this legislation, I shall hope to 
make my comments applicable to members of all professions and to other citizens. 

Until 1935 the problem of financing the retired years of life had been left largely 
to private initiative, although a few States had enacted pension laws. The 
Social Security Act of 1935 was a great landmark. It embodied the notion of 
social responsibility for furnishing minimum income to our older citizens. That 
act, as amended, still provides only a floor of protection. Employers pay their 
half of the tax out of gross receipts and, accordingly, such sums are not subject 
to Federal taxes. Employees pay their payroll tax after Federal income taxes. 
The resulting old-age and survivors insurance pension is not subject to tax, not 
even the small portion which the employer financed by his contributions. The 
formula for determining the monthly benefit is weighted in favor of the low-paid 
and older employees. So much for the first step in developing a new social atti- 
tude toward pensions. 

The second great landmark was section 165 of the 1942 Federal Internal 
Revenue Code. Under its provisions pension and profit-sharing plans and trusts 
established by employers for the benefit of employees could be approved if they 
met certain requirements. And the current contributions of the employer are 
never taxable to the employer and not to the employee until he receives the bene- 
fits, usually during his retired years. The benefits under these plans are not 
limited to the low-income group. If you will, the intention of section 165 was to 
encourage a second layer of pensions and to generally meet some of the retirement 
needs of persons earning more than $3,000 or, since 1950, more than $3,600. 
Since I said it in 1942 I have the right to sav now: The exclusion of self-employed 
people from section 165 was nothing short of a social and economic crime—the 
crime of “42. Single proprietors, partners, and other self-employed persons are 
subject to the infirmities of old age just as much as those who were employed 
during their working days. Section 165 must be roundly condemned by any 
social scientist interested in simple justice, for it failed to provide tax-deferment 
encouragement to the self-employed to finance pensions during their working 
years of life. 

The first two steps have been taken—the Social Security Act of 1935 and sec- 
tion 165 and related sections ot the 1942 Internal Revenue Code. The bill, with 
the suggested changes, which we are discussing today is the third great step 
necessary to complete the change-over from a general social theory of leaving the 
financing of old age to private initiative to the new social theory of having the 
Federal government encourage the individual to set aside some of bis earned in- 
come for old age. Without this third step our new thinking about pensions will 
continue to be like a tripod supporting a camera with one ot the three legs missing. 

From the broad social and economic standpoint, why is this third step so 
necessary? Others who will testify on this bill will doubtless present a consider- 
able amount of evidence for the need for the groups which they represent. Ac- 
cordingly, I shall stress the needs of physicians, although most of what I say will 
apply with almost equal force to lawyers, dentists, and other professional persons. 
The very nature of professional work and training makes this discrimination 
against the self-employed professional man especially burdensome. The total 
lifetime income taxes paid by a pbysician on a lifetime income of a certain amount 
may greatly exceed those paid by a non-professional person on the same amount 
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of liftime income, because the physician has a long training period and his high 
earnings are “bunched” into a relatively small number of peak years. In pass- 
ing, | must admit that I am not talking about most of the physicians who are 
employed because their employers are encouraged by section 165 and related sec- 
tions to establish pension systems. Their employers can set aside funds for pen- 
sions which, as already noted, are deductible from company income as business 
expenses and are not even taxable income to the employee until he receives the 
benefits years later. 

Consider the cost of becoming a physician. Typically, he has spent 3 or 4 
years in premedical training and 4 vears in medical college. He was not an 
average student but was an above average student. There followed 1 vear of 
internship at nominal rates of pay and, for most, internship was followed by | 
or more vears of residency training at nominal salary. Elsewhere I have esti- 
mated that the cost to the physician of his training on the first day he starts to 
practice is at least $35,000. Our tax laws do not permit him to depreciate this 
capital cost of becoming a physician—nor am I advocating any change of the 
tax laws in that direction. So the physician who enters practice at 28 to 30 
years of age will not have the opportunity to depreciate his investment for tax 
purposes. The average physician will, of course, earn several times the average 
income of all wage earners. 

As has been noted by others, the laws of many of our States prohibit the cor- 
porate practice of medicine for it is contrary to the public interest. The pro- 
fessional man should be responsible for his acts. Since he cannot incorporate 
he must practice as an individual proprietor, in a partnership, or (rarely) as an 
employee. It should be very clear to the members of this committee that the 
conditions of professional life which are deemed good and wise absolutely pro- 
hibit a physician in individual or partnership practice from obtaining any tax 
deferment encouragement for provision for old age for he is not an employee. 
Young physicians who come into my office are raising this question more and 
more frequently: Should I go into practice for myself or should I work as a 
»yhysician for someone else who could help me finance a pension for myself? 

hese young physicians by their queries are raising some fundamental consider- 
ations of social policy. For the welfare of the Nation should this discrimination 
against the professions in the matter of pensions be continued? Is it desirable 
to encourage physicians and other professional men to become employed rather 
than self-employed? As one citizen, may I state that I think it is contrary to 
public policy to coerce physicians into working for others for I believe that their 
choice should be a free choice. 

In this statement I have intentionally omitted reference to certain classes of 
employed people who would obtain some tax deferment benefits for pension 
purposes under this act. I realize that the need exists but have felt that I should 
concentrate on the need of the self-employed professional man, particularly the 
self-employed physician. 

I believe that this bill with the suggested changes does not violate the public 
interest. It is obviously impossible to draft a bili which provides the exact 
counterpart of tax-deferment benefits in pension plans approved under section 
165 and related sections. For example, | on think of no counterpart to the 
so-called integration formula in the rulings of the Treasury Department for the 
approval of pension plans. Integrating by formula with social-security levels is 
impossible unless you have a group of people. Since this bill deals with the 
individual and establishes an individual or voluntary pension system, it was 
necessary to find a substitute for some of the reasonable rules and regulations 
authorized under section 165 for approving pension plans. The counterpart in 
this bill is a set of limits which, by indirection, will prevent in almost all cases the 
exclusion from current taxable income of any amounts more than those necessary 
to develop a pension of approximately $1,000 a month starting at age 70. No- 
where in the bill will vou find such language, but I have tried to show in my 
testimony that the net effects of the limits on the excludable amounts is to limit 
the maximum annuity to approximately $1,000 a month starting at age 70 on a 
eash refund basis. Without these limiting provisions the American Medical 
Association would not have approved this bill because a reasonable maximum 
limit on these pensions encouraged by tax deferment is in the public interest. 

The language of section 165 is (and should be) quite general since the pension 
plans to be approved thereunder would cover al] or nearly all of the employees in 
each establishment. It was not necessary to spell out annual limits such as the 
$7,500, or the 10 percent, as it was in this bill. Section 165 does not contain such 
modest limits. The real limits of section 165 can be found only in the pension 
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lans that have been approved. This situation should be widely understood. 
Jnless it is, many people may think that the $7,500, or 10 percent, and the addi- 
tional excludable amounts for those now over 55 vears of age or unusually high. 
I assure you that an examination of the approved pension plans will indicate very 
clearly that the limits in this bill with the suggested changes are very modest and 
the restrictions on the trust fund or annuity are very severe when one compares 
them with the actual meaning and not the words of section 165 for which this bill 
is designed to become the counterpart. 

I have also presented several estimates of the average monthly pension which 
can reasonably be expected at prevailing annuity rates for physicians, lawyers, 
and dentists under the assumptions set forth. The benefit is not; I repeat, the 
amount of pension which can be purchased with the accumulations. 

Finally, I think the committee should urge the passage of this bill. It is the 
third step in the triad of fundamental changes in social policy on pensions. It 
contains reasonable limits. It will meet a real need. I predict that the reception 
of this measure when finally enacted into law will be excellent in small towns and 
in large towns, in the North, the South, the East, and the West. The only really 
equitable alternative procedure to the enactment of this measure is to repeal sec- 
tion 165 of the Revenue Act of 1942, particularly if the Treasury Department is 
greatly worried about current amounts of taxable income being excluded by 
emplovers for retirement benefits of employees. Iam sure that very few industrial 
and labor leaders wouid favor repeal of that section which has encouraged the 
establishment of pension systems for millions of persons in a population which is 
aging very, very rapidly. 

The CuatrMan. Our next witness is Dr. Pau! FE. Jones, who is a 
member of the Council on Legislation of the American Dental Asso- 
ciation. 

I would like to state that Dr. Jones is quite a prominent man in 
North Carolina. I know that he ts an able dental surgeon and was a 
member of the State Senate of North Carolina. He is a good man 
from a good State, and | hope that he has a good message 

Dr. Jones, will vou identify yourself for the record by giving your 
name, vour address, and the capacity in which you appear. 

Dr. Jones. Thank vou, Mr. Chairman. 

The CuatrmMan. Proceed. 


STATEMENT OF DR. PAUL E. JONES, FARMVILLE, N. C., REPRE- 
SENTING THE AMERICAN DENTAL ASSOCIATION 


Dr. Jones. Mr. Chairman and members of the committee. 

Lam Dr. Paul KE. Jones of Farmville, N.C. I am a member of the 
council on legislation of the American Dental Association. 

I am here today to state the association’s position with regard to 
H. R. 4371 and 4373, which propose to establish an individual retire- 
ment act. 

With me is Mr. Bernard J. Conway of Chicago, Ill, the assistant 
secretary of the council on legislation, who will assist me in answering 
any questions which the committee may desire to ask. 

H. R. 4371 and 4373, which are the principal subjects of this hearing, 
are identical proposals to amend the Internal Revenue Code to estab- 
lish an individual retirement program. 

The proposed retirement plan is designed to encourage and assist 
an individual to set aside funds for his retirement during the years 
in which his capacity to earn income from his occupation or profession 
is greatest. 

The encouragement or incentive to finance his retirement program 
takes the form of income-tax relief. 
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Under the proposal an individual would pay not to exceed 10 
percent of his net earned income or $7,500, whichever is less, into a 
retirement fund sponsored by an agricultural, business, labor, or 
professional association or organization, or some similar group, during 
each of his earning years. 

The sum contributed to a retirement plan would not be subjected 
to income tax during the year in which it was paid into the fund, but 
would become taxable at the rates prevailing when withdrawn after 
retirement, according to any of the methods proposed in the legis- 
lation. 

The benefits of the proposal would be available to almost all indi- 
viduals whose incomes are derived chiefly from occupational or pro- 
fessional earnings. But the plan is of particular advadiion to two 
classes of taxpayers who are peculiarly hard hit by the steeply gradu- 
ated surtax structure of the Federal income-tax law: One class is 
composed of those whose earned incomes fluctuate considerably from 
year to year; the other class is composed of those who acquire most 
of their lifetime earnings during a relatively few years. 

Because of the high taxes they must pay during their limited high 
earning years, individuals in either class are ordinarily unable to set 
aside sufficient funds to provide adequately for their retirement. 

The dentist almost invariably falls within the class of taxpayers 
who have a relatively limited number of high earning years. His 
extended period of education and training, plus the years spent in 
building up his practice, combine to compress both his total earning 
years and his high earning years. 

Today, no person can become a dentist until at least 6 years and 
in most instances 7, 8, or more years after he graduates from 
high school. 

Approximately 26 percent of the students attending dental school 
in recent years have completed 3 years of undergraduate college 
training and 43 percent have had 4 or more years before they embarked 
upon the 4-year dental course. 

A number of dental graduates, furthermore, postpones practice an 
additional year in order to participate in an internship or residency 
program. 

Because of these circumstances the average dentist does not begin 
to earn income from his professional practice until he has reached his 
twenty-sixth or twenty-seventh year. The average high school grad- 
uate, 19 years of age, who enters employment or business has at least 
7 vears of earning advantage over the dentist. 

The average college graduate, 23 years of age, has at least 3 years. 

The dentist, then, like members of the other learned professions, 
expends not only the funds for the cost of his education and subsistence 
during his school years, but he also sacrifices a period of time when 
he might otherwise be accumulating earnings, in order that he may 
be fully equipped to provide his essential services to the community. 

After completing his education and training the average dentist 
begins to practice as an individual proprietor. He spends a con- 
siderable number of low-income years building up his practice. After 
he is established, he has a relatively few years of peak income, then 
a period of rapidly diminishing earnings. 

The net income curve of dentists is shown in detail in the table 
attached to this statement. The curve starts at slightly over $3,000 
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annually at age 25, rises to nearly $10,000 in the early forties, and 
then diminishes steadily. 

During his earning period the dentist attempts to recoup the funds 
invested in his education, meet his ordinary living expenses, and set 
aside funds to provide for his wife and children should he become 
disabled or die at an early age. He has little left to finance his own 
retirement, after he meets his income-tax obligations. 

During the years devoted to his practice, the average dentist, like 
most members of the learned professions, must rely entirely upon the 
difference between his gross earnings and expenses for his sustenance. 

Unlike many of those employed by others, no one provides and 
contributes to a pension fund for him. No friendly law guarantees 
his minimum income in the event his patients fail to patronize him 
as is provided for the farmer whose market is depressed. There is 
no cushion akin to unemployment benefits for the dentist to fall back 
upon should his business fail. 

Although the dentist has the advantage of managing his practice, 
his business, free from the supervision of an overseer, that very inde- 
pendence makes him susceptible to the inherent inequities in our tax 
laws. 

While building up his practice he has in prospect the relatively few 
years after he is established during which he will have fairly high 
earnings. 

He must, however, forfeit an exceedingly large part of those earnings 
to the tax collector under the present surtax system. An employed 
person, on the other hand, who has the same lifetime earnings as the 
average dentist will invariably pay less in taxes on those earnings 
than the dentist. 

The employed person will have had a much more uniform level of 
yearly income across his earning lifetime. 

Many employed persons, moreover, in high as well as low tax 
brackets, receive under section 165 pension plans (Internal Revenue 
Code) what is the equivalent of a tax deferral on part of their annual 
income. 

A contribution made by an employer under that type of pension 
plan is income to the employee beneficiary in a real sense. It is not 
taxed to the employee in the year in which it is placed to his credit 
in the pension fund, but it is taxed upon receipt after his retirement. 

The American Dental Association in supporting H. R. 4371 and 
H. R. 4373 urges that Congress give to the private practitioner the 
same opportunity given the corporate employee to provide voluntarily 
for his own future. 

The retirement plan proposed by H. R. 4371 and H. R. 4373 offers 
a partial relief to the professionally self-employed. It would not 
absolve them of the obligation to pay taxes on the amounts contributed 
toward their retirement. It would, rather, permit those who choose 
to participate in the plan to postpone paying taxes on their contribu- 
tions until those funds become available after retirement as disposable 
personal income 

By means of this device Congress will be able to remove some of the 
excessive burden of the surtax structure unintentionally imposed upon 
& particular group, the professionally self-employed. 

The cost of the proposal, as far as dentists are concerned, would not 
be unduly high. As shown by the table in the attachment, the im- 
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mediate revenue loss to the Government in any one year would be 
approximately $13,000,000 if every dentist availed himself of the bene- 
fits of the plan to the maximum extent, a highly improbable occur- 
rence. 

Much of the immediate vearly loss would be eventually regained at 
the time beneficiaries begin to pay taxes upon the funds returned to 
them after retirement. 

The house of delegates of the American Dental Association consid- 
ered the heavy tax burden borne by dentists at its 1948 annual session 
and adopted a resolution endorsing the principle of some form of tax 
relief for the professionally self-employed. 

The association has examined the proposal contained in H. R. 
4371 and H. R. 4373, and has decided that it complies with the direc- 
tive of that resolution. 

The association, therefore, endorses the plan submitted by Con- 
gressmen Keogh and Reed. It will not, however, object to amend- 
ments designed to make the legislation more workable, nor would it 
object to a substitute plan which would achieve the objectives set out 
in the resolution adopted by the association's house of delegates. 

In behalf of the American Dental Association I thank the committee 
for the opportunity to appear here to express the association’s position 
on H. R. 4371 and H. R. 4373, and I respectfully request the com- 
mittee to recommend the proposed legislation favorably. 

The CHatrMan. Does that complete vour testimony, Doctor? 

Dr. Jones. That completes my testimony, Mr. Chairman. 

The Cuarrman. We thank you for the information vou have given 
the committee. 

Mr. Reep. Mr. Chairman, | would like to ask unanimous consent 
of the committee to have Mr. Barry Gray, who is No. 10 on the list 
on page 2 of our calendar of witnesses, have the opportunity of 
speaking next so that he can catch his train back to New York as 
he is a professional man connected with the television industry. It is 
important that he get started back in order that he may arrive in 
time for his program. 

The CuarrmMan. Without objection, we will call Mr. Gray next. 

Mr. Gray, will you come around and, for the record, state your 
name, vour address, and the capacity in which you appear. 


STATEMENT OF BARRY GRAY, REPRESENTING THE AMERICAN 
FEDERATION OF RADIO ARTISTS, AMERICAN GUILD OF MUSI- 
CAL ARTISTS, AND TELEVISION AUTHORITY, NEW YORK, N. Y. 


Mr. Gray. Thank you very much, gentlemen, for allowing me this 
opportunity. I have a broadcasting schedule to meet, and I appre- 
ciate it very much. 

My name is Barry Gray. [am a radio and television performer and 
on occasions | have performed in the variety and legitimate theater. 

At the present time doa news commentary program five nights a 
week over television station WABD in New York, and on Saturday 
nights I appear as a member of the panel on the Columbia broadcasting 
system television network show Songs for Sale. 

Seven nights a week I conduct a 3-hour commentary and discussion 
program on radio over Station WMCA, New York. 

The CuarrmMan. About how much time will you require? 
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Mr. Gray. About 4 minutes. 

The CuHarrMAN. You may proceed, sir. 

Mr. Gray. Thank you, sir. 

The American Federation of Radio Artists, AFRA, the American 
Guild of Musical Artists, AGMA, and Television Authority, TVA, 
three of the constituent unions of the Associated Actors and Artistes 
of America, a labor organization affiliated with the American Federa- 
tion of Labor, have asked me to appear before you to present their 
reasons for supporting the Keogh-Reed bill. 

Since the technical aspects of the bill are being discussed before vou 
by qualified experts, my remarks will be limited to a consideration 
of the position of the performing artist and the reasons why legislation 
of the type proposed is essential to the performer’s economic well-being 
after retirement and during old age. 

Since these three unions are concerned with interrelated fields of 
the entertainment industry, they have a considerable duplication of 
membership in the case of artists performing in more than one medium. 

Taking this into account, a fair estimate of the total number of 
artists listed in the membership records of the three unions would be 
approximately 25,000. This number includes residents of almost 
every one of the 48 States, whose annual incomes range from the 
lowest to the highest income brackets. 

Headliners in the television, radio, and concert fields receive con- 
siderable compensation for their services. It is not generally known, 
however, that the average annual wages earned by performers in 
these fields is low by comparison with industrial groups. 

More than 50 percent of the membership of each of these unions 
earn less than $2,000 a vear in a single entertainment medium. 
Taking into consideration income earned by the same people in other 
fields, however, their average gross income is somewhat higher. 

Since most radio, television, and concert artists are not regularly 
employed, but work on a free-lance basis, they sometimes experience 
difficulty in getting employers to recognize their right to  social- 
security coverage. 

Largely through the efforts of the unions this situation is being 
remedied. Social-security benefits alone, however, are woefully 
inadequate for retirement sustenance and unlike workers in industry, 
performers do not have pensions or retirement plans providing benefits 
superimposed upon the social-security structure. 

Retirement and old age are serious problems for these people and 
frequently they become public charges or depend upon the unions 
and theatrical benefit organizations for their support. 

Except perhaps for the professional athlete, there is no one whose 
productive years are necessarily as limited as a performing artist. 
Good looks, singing ability, dancing skill, and agility and other accom- 

lishments and qualifications essential to their trade frequently are 
ost after only a few years of singificant earnings. Then the artist 
who may have been capable of earning $100,000 or more in a year must 
find a new livelihood. Experience indicates that his earning power is 
never again the same. 

Public acceptance and good fortune are tremendous factors in a 
performer’s career. A radio headliner, for example, may work for ¢ 
year or more on a successful program only to have it canceled by a 
sponsor. It may then be another year or more until he finds compar- 
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able work. In this way an artist’s income can be $100,000 in 1 year 
and $10,000 or less the next. 

The performing artist joins with professional and other self-em- 

loyed groups in endorsing the principles and objectives of the 
eoch-Reed bill. 

The opportunity to save one’s own money for retirement and old 
age which is afforded by the tax-deferment provisions of this bill is 
essential if substantial provision is to be made. 

It is urged, however, that the committee give further heed to the 
problems of fluctuating incomes and limited careers. It is recom- 
mended that artists and others with comparable working conditions 
be permitted to contribute more than 10 percent of their annual income 
to a retirement fund in years of high earnings on a carry-back and 
carry-over basis, so that within a fixed period of years their aggregate 
contribution to a retirement fund will represent the same proportion 
of their aggregate earnings for that period of years as a person with a 
more constant annual income. 

I am pleased to state that I have been authorized by Actors Equity, 
Chorus Equity, and the American Guild of Variety Artists, all labor 
unions affiliated with the 4A’s, to advise this committee that they have 
heretofore read and officially approved a draft of my remarks. The 
same is true of the Artists Managers Guild, the trade association of 
actors agents. 

The American Federation of Radio Artists, the American Guild of 
Musical Artists, Television Authority, Actors Equity, Chorus Equity, 
the American Guild of Variety Artists and the Artists Managers 
Guild all urge that the principles contained in the Keogh-Reed bill be 
enacted into law at the earliest possible date. 


Thank you. 


STATEMENT OF WALTER MAYNARD, PRESIDENT, ASSOCIATION 
OF STOCK EXCHANGE FIRMS, NEW YORK, N. Y. 


The CuHarrMan. Our next witness is Mr. Walter Maynard, president 
of Association of Stock Exchange Firms of New York, N. Y. 

Mr. Maynard, will you state your name, your address, and the 
capacity in which you appear, for the record? 

Mr. Maynarp. Mr. Chairman and members of the Ways and 
Means Committee, my name is Walter Maynard. I am a partner of 
Shearson, Hammill & Co., 14 Wall Street, New York City, which 
began business 50 years ago. I am president of the Association of 
Stock Exchange Firms with offices at 24 Broad Street, New York City 
and appear before you in that capacity. 

The association is the voluntary nonprofit trade body of a major 
proportion of the member firms of the New York Stock Exchange. 
There are 4,128 partners of 630 firms with 1,159 branch offices located 
in 429 cities in 47 States, the District of Columbia, 2 territories and 
6 foreign countries. In addition, there are 300 individual members of 
the New York Stock Exchange who are not members of the partner- 
ship but who conduct their business on the floor of the exchange as sole 
proprietors in the capacity of traders and specialists. 

Our industry is profoundly interested in the general principles of 
the Reed-Keogh bill because the New York Stock Exchange, in order 
to provide maximum financial responsibility for the protection of its 
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public customers confines its franchise to unlimited liability partner- 
ships only. As a result, the individual members of these partner- 
ships are denied the rights to accumulate pension reserves which they 
would have if they incorporated. Our members welcome any form 
of legislation that would give them an opportunity to build their 
own retirement security on a deferred-tax basis similar to that ac- 
corded to employees under plans qualified under section 165 of the 
Internal Revenue Code. 

For the past several years our association has sought some form of 
relief from the tax inequities suffered by partners and self-employed 
persons jn our industry. The present position, in which some men, 
because they are employees of corporations, are permitted to pro- 
vide for their old age on a tax-deferred basis, while others, because 
for reasons beyond their control they are not incorporated, are 
denied this tax shelter, is unfair and unjust. We can see no reason, 
in logic or ordinary American fair play, why it should not be promptly 
ended. Of course, it can be argued in opposition that to adopt a 
proposal ending this unjust state of offairs would cost the Govern- 
ment the loss of some revenue, but we think that at worst this will 
be temporary, that before long it will be more than made up by the 
incentive to work harder and earn more that this measure would 
provide, and by the taxes derived from the ultimate spending in old 
age of the sums saved during productive years. 

In any event mere diminution in Government revenues should not 
be a valid excuse for the continuation of a basic injustice. Therefore, 
our association endorses the Reed-Keogh bill in principle in extending 
the tax deferment advantages now enjoyed by corporate officials to 
partners and sole proprietors, thus enabling our members to obtain for 
themselves, and at their own expense, the benefit of pension funds 
widely established by organizations which are not partnerships. 

Our industry is greatly encouraged by the interest shown by the 
many professional associations throughout the country, such as the 
American Bar Association, American Medical Association, American 
Dental Association, American Institute of Accountants, and others in 
obtaining some relief by amendments to section 165 of the Internal 
Revenue Code. We are glad that their many members are becoming 
aware of the unfortunate. position with respect to pension provisions 
in which they are placed in comparison with the favored corporate 
employee. 

Certain types of arrangements for nonowner executives have 
become familiar—profit-sharing, pension plans, stock options. The 
sole proprietor or working partner in our industry does not enjoy the 
benefit of any of these; he is truly the forgotten man. He is earzht in 
a squeeze by the requirement that for maximum protection of his 
public customers he remain a partnership (thus denying himself the 
advantages of incorporation) and the absence of tax deferment for 
any type of savings plan by which he can provide for himself when 
his productive years are over. 

Aside from the partnership disadvantage in this connection it is 
pertinent to note that income from the securities business is highly 
variable for both the individual independent exchange member and 
the partner of the unincorporated stock-exchange firm doing business 
with the public. Federal taxation on earned income at its present 
high level removes virtually all the profit from the good years and 
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makes saving to provide for retirement, which would ordinarily 
happen in the good years, practically impossible. For this reason 
tax-deferment of the type proposed in the Reed-Keogh bill seems 
particularly important to us. 

Discrimination is a very pertinent factor in any determination by 
the Internal Revenue Bureau in its approval or disapproval of certain 
industry-wide pension plans and yet, to us, it appears highly dis- 
criminatory and inequitable to prohibit self-employed persons and 
partners in the professions and in our own business the opportunity 
to set aside a small amount of their moneys during peak years on a 
tax-deferred basis. 

We wholeheartedly approve the Reed-Keogh bill in substance and 
respectfully urge this committee to take prompt steps to remove the 
present inequities and discrimination against self-employed persons 
who are not presently eligible for the tax advantages now granted 
corporate officials under section 165 of the code. 

Mr. Kean. Mr. Maynard, do you remember that, under the old 
earned-income provision, the Treasury Department and the Bureau 
of Internal Revenue only used to allow 20 percent of the income of a 
partner in a stock-exchange firm as earned income because they 
claimed that capital had something to do with the business, whic 
was a ridiculous decision. But here again I notice in the bill that 
it states: 
in the case of an individual proprietor or member of a partnership who performs 
personal services in the business of such proprietorship or partnership, the portion 
of the profits attributable to his personal services shall be deemed earned income— 
which would probably lead to the conclusion again that only 20 
percent of your business was considered as earned income. 

If that is the case, in the years when, for instance, you might be 
making $20,000 and only 20 percent of that was allowed as earned 
income or $4,000, 10 percent of that would be all that you would be 
allowed to save, and there would only be an item of $400 that you 
could save under this provision, and it would not be a very substan- 
tial item unless there were tremendously high earnings. 

Mr. Maynarp. We are aware, sir, that in the matter of the deter- 
mination or just what part of our income would be allowed as earned 
income, we would be at the mercy of the Internal Revenue Bureau. 

Mr. Kean. I always thought that that decision was a most unfair 
one. I can remember when I was a young partner in a firm that I 
was contributing, I think, a very small amount of capital, practically 
nominal capital. 

I thought that all of my value was in the work that I had been 
doing there, and vet they did not allow me any earned income to 
amount to anything because of this decision. If the decision stands, 
with this kind of a bill it is not going to do your people very much 
good. 

Mr. Maynarp. Well, sir, it is our opinion that this is the first 
battle that we should fight and win. The second one will be with 
the Internal Revenue authorities. That is another one that we will 
take up in due course. 

Mr. Coorer. We thank you for vour appearance and the infor- 
mation you have given the committee. 
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Mr. Keocu. In line with the testimony given by Mr. Rapp, I 
ask unanimous consent to have this draft inserted in the record at 
the end of Mr. Rapp’s testimony. 

Mr. Coorer. Without objection it is so ordered. It will be inserted 
in the proper place. 

(The material referred to appears on p. 64.) 

Mr. Cooper. Our next witness is Mr. Charles B. Shuman, member 
of the board of directors, American Farm Bureau Federation. 

Will vou come forward, sir, and identify vourself for the record 
by stating your name, your address, and the capacity in which you 
appear. 


STATEMENT OF CHARLES B. SHUMAN, MEMBER, BOARD OF 
DIRECTORS, AMERICAN FARM’ BUREAU FEDERATION, AND 
PRESIDENT, ILLINOIS AGRICULTURAL ASSOCIATION 


Mr. Sauman. Mr. Chairman and members of the committee, | am 
Charles B. Shuman, a member of the board of directors of the American 
Farm Bureau Federation and president of the Illinois Agricultural. 
Association. The American Farm Bureau Federation is a general 
farm organization with voluntary membership numbering 1,452,210 
in 47 States and Puerto Rico. 

We appreciate the opportunity to set forth our views with respect 
to the Keogh-Reed bills, H. R. 4371 and H. R. 4373, which will permit 
the deferment of Federal income taxes on contributions made under 
approved plans for individual retirement. 

This statement is based on action taken by the board of directors 
of the American Farm Bureau Federation in support of the principle 
contained in these bills. I come before vou on behalf of farmers who 
are part of the great class of self-employed persons in America who 
do not have available to them any individual retirement plan. 

American business is, at an increasing rate, providing retirement 
plans for emplovees, including pension plans, negotiated between 
management and the unions, as well as plans adopted for the benefit 
of the managerial group of industry. 

Many farm cooperatives, as part of American business, are likewise 
providing pension plans for their employees. These plans when ap- 
proved by the Bureau of Internal Revenue give special income-tax 
advantages which accrue to the beneficiary when he reaches retirement 
age. 

Farmers are among the class of citizens whose incomes fluctuate 
widely. In 1940 the realized net income of farm operators was 
$4,298,000,000; in 1947 this rose to $17,073,000,000, and in 1950 the 
figure fell to $12,708,000,000. Undoubtedly there are few citizens in 
America whose incomes have fluctuated so widely as has the income 
of farmers. Until this proposal was made, there was no way by which 
farmers or others in similar situations could make any provision for 
retirement except as they were able to do it after payment of income 
taxes in full. 

Approximately 3 out of 4 persons in America today are employed. 
Since pension plans benefit substantial numbers of them with an 
avoidance or postponement of income taxes on amounts paid into 
special plans when they have been approved by the Bureau of Internal 
Revenue, it seems entirely proper that the same principle be extended 
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to other citizens. We point to the large variation of farmers’ income 
as evidence of the apparent benefit which would accrue to them if 
they had the privilege of making contributions into individual retire- 
ment plans. 

The Bureau of the Census has recently released data classifying 
farms with respect to the value of products sold. This data shows 
3,703,100 farms providing an estimated 95 percent or more of the 
food and fiber requirements of the Nation. These farms sell products 
of $250 or more per annum. Of these farms, 2,100,000 sell products 
in excess of $2,500 per year. If we may assume that these farmers 
would sometime in a period such as that prevailing since 1940 pay 
Federal income taxes, we have an index of the possible number of farm- 
ers who are likely to be benefited at some time by this legislation. 
These persons bear the full burden of taxation in good years. It is 
only fair then that such self-employed persons be permitted an oppor- 
tunity to obtain an income-tax credit for amounts applied to the pur- 
chase of retirement income pension under reasonable limitations. 

We have observed in these bills that ‘earned income’? means 
wages, salaries, professional fees, and other amounts received as com- 
pensation for personal services actually rendered. In order for this 
proposal to have value to farm people we would recommend clarifica- 
tion of the definition. 

The income of a farmer is, of course, derived from both his capital 
and his personal services. Actually the amount of earnings which a 
farmer may receive by way of personal services alone may be small 
in comparison to the amount of earnings of the farm. We do not 
think the farmers should have to make a distinction between capital 
employed and their personal services. We call attention to the fact 
that the value of management in the farming enterprise is becoming 
increasingly important. Personal services both in the form of man- 
agement and the personal labor performed are difficult of separate 
determination and are especially difficult of segregation from the 
capital contribution. If this legislation is to have value for persons 
with these conditions the bills will have to take this element into 
account, 

Another feature of the bill upon which we would like to comment 
is the restriction in the definition of “restricted retirement fund’’ 
that “‘the designation of a trustee or successor trustee is restricted to 
a bank.’’ We believe this restriction is unnecessary in view of the 
fact that life-insurance companies are handling large sums of money 
under conditions which are comparable to those which will prevail 
under the restricted retirement plans. 

There are a number of successful life-insurance companies being 
operated as affiliates of State Farm Bureaus. We believe the bill 
would be greatly improved therefore if this provision was enlarged to 
embrace other types of fiduciary companies. At the present time 
the American Farm Bureau Federation has an employee's retirement 
plan set up for the benefit of its employees and employees of State 
farm bureaus affiliated with it. In connection with this plan there 
has been established a retirement-trust agreement; there has also been 
established the American Farm Bureau Benevolence Association to 
act as trustee under the retirement plan. 
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Such organizations as this one is, we believe, should have the 
opportunity of acting in the capacity of a trustee in connection with 
this section of the bill. 

We know this committee is aware that this subject constitutes an 
unchartered field especially as it relates to self-employed persons such 
as farmers. We appear before you, therefore in support of the plan in 
general terms, realizing that a great many technical details will remain 
to be studied and worked out in order to adapt the idea to farmers. 
Under these circumstances we cannot say to what extent farmers would 
avail themselves of such retirement plans. In supporting the idea, 
therefore, we appeal especially for the extension of the privilege 
afforded other taxpayers. 

Mr. Cooper. Does that complete your statement? 

Mr. SHuman. Yes, sir. 

Mr. Mason. Mr. Chairman. 

Mr. Cooprr. Mr. Mason of Illinois will inquire. 

Mr. Mason. Mr. Shuman, you bring up two points in connection 
with which the farmers are interested. One is practically the same 
point that Mr. Maynard brought out to the effect that the earned in- 
come and capital investment of stock companies is the same as the 
farmers’ earned income or his investment income. 

That has to be taken into consideration, equity is to be given. 

Then your point is a little bit different in that you say that the trust 
set up to handle this doesn’t necessarily have to be a bank. It could 
be an insurance company or any other organization of that type. 

Those are the two things that vou suggest. 

Mr. Suuman. That is correct, sir. 

Mr. Mason. That is all, Mr. Chairman. 

Mr. Cooper. We thank vou for your appearance, Mr. Shuman, 
and for the information you have given the committee. 


STATEMENT OF J. WILLIAM HOPE, PRESIDENT, AMERICAN 
INSTITUTE OF ACCOUNTANTS, BRIDGEPORT, CONN. 


Mr. Coorrer. Our next witness is Mr. J. William Hope, president 
of the American Institute of Accountants. 

Mr. Hope, how much time will you require? 

Mr. Horr. About 5 minutes, sir. 

Mr. Cooper. For the record will you state your name, your ad- 
dress, and the capacity in which you appear. 

Mr. Horr. Gentlemen, I am J. William Hope, of Bridgeport, 
Conn., president of the American Institute of Accountants, which is 
the national professional society of certified public accountants. I 
am speaking with full authorization from the organization, since the 
members of our society at their annual meeting last fall unanimously 
passed a resolution endorsing the principles of the Keogh and Reed 
bills. 

I know that you have already heard the general arguments in favor 
of these bills, so I will not take your time by repeating in detail the 
reasons why individuals who are not adequately covered by pension 
plans should be given an opportunity to build up security for their 
future with tax advantages comparable to those enjoyed by employees 
and officers of corporations which have pension plans. I would, 
however, like to explain some of the reasons why these bills are of 
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special interest to certified public accountants in public practice, 
many of whom now find it very difficult to provide adequate security 
for the years after their retirements. 

The typical certified public accountant works as an employee 
of a public accounting firm for a number of years before he obtains 
his c. p. a. certificate, and very likely for some vears after that. Most 
of them expect, however, that if they stay in the public accounting 

rofession they will eventually either become partners, or go into 
yusiness for themselves, usually somewhere between the ages of 30 
and 40. 

Because it is not expected that the professional employees of public 
accounting firms will remain employees throughout their working lives, 
it is virtually impossible for such firms to set up satisfactory employee 
pension plans. And in any case, few of them are large enough to do 
so on a sound actuarial basis. 

One-fourth of the members of the American Institute of Accountants 
are in practice as individuals, and the great majority of all those in 
public practice are with small firms. Moreover, since certified publie 
accountants are forbidden by their ethics, and in most States by law, 
from practicing as corporations, the proprietors or partners of CPA 
firms would not be allowed to participate in pension plans set up 
under section 165 of the Internal Revenue Code. 

By the time most certified public accountants become principals or 
partners in public accounting firms, a substantial part of their working 
lives is already past. They find, too, that taxes are taking such a 
considerable part of their income that it is very difficult for them to 
make adequate provision for eventual retirement, or to supplement 
reduced income in their later years. For this reason, many of them 
are strongly tempted to leave the profession of public accounting, and 
to take positions in private industry, where they can have the benefit 
of pension plans. 

One of the features of the Reed and Keogh bills which appeals 
most strongly to certified public accountants is that these bills would 
permit them to start an orderly plan of saving for retirement while 
they are still employees, and continue it without interruption when 
they become partners or principals. 

Another important point is that the Reed and Keogh bills would 
enable the secretaries and office staffs of small accounting firms to 
make provision for their own retirement security. 

Today, the discrimination against professional and other unin- 
cerporated organizations in the tax treatment of their employee- 
compensation arrangements makes it difficult for them to compete 
with large corporations in the labor market for office staffs. While 
I am appearing primarily in behalf of a professional group, I should 
like to emphasize the fact that these bills are needed as at least a 

artial correction of the tax discrimination which now exists against 
oth the employers and employees of businesses too small to set up 
pension plans of their own. 

We concur in the terms of the amended bill now before you as a 
result of Mr. Rapp’s testimony. 

At the beginning of my remarks I said that the Keogh and Reed 
bills had been endorsed in principle by the membership of the American 
Institute of Accountants. I want to make it clear that we recognize 
the need for some modification of specific provisions of these bills as 
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they are now written, after they have received full consideration by 
your committee. For example, we do not favor confining the “Tre- 
stricted retirement fund” to those which are set up by professional 
societies, trade and agricultural organizations, etc. Of course such a 
provision might help us to gain members, but we do not want to gain 
members that way. Moreover, our members are subject to a very 
strict code of ethics, and the penalty for violation is suspension or 
expulsion from the organization. We certainly would not want to 
have our right to discipline erring members complicated by the fact 
that it might jeopardize their equity in a retirement fund. 

As I have said, the nature of employment and the likelihood that a 
certified public accountant will eventually become a partner or an 
independent proprietor make these bills particularly attractive to our 
membership. Nevertheless, we would not favor them if we did not 
sincerely believe that something of this kind is necessary to provide 
for professional: men and the employees of small organizations the 
advantages which are now enjoyed under the Internal Revenue Code 
by officers and employees of large corporations. 

While, as I have already stated, there are some specific modifications 
and changes in the concrete provisions of these bills which may be 
desirable, we hope that your committee will recognize the importance 
of correcting the serious discrimination which now exists in the tax 
laws with respect to retirement funds between those who are em- 
ployees or officers of corporations with pension plans and those who 
do not have an opportunity to enjoy these benefits. 

Mr. Coorrer. Does that complete your statement, Mr. Hope? 

Mr. Hore. Yes, sir. 

Mr. Coorer. Are there any questions? 

If not, we thank vou for your appearance and the information you 
have given the committee. 


STATEMENT OF PAUL R. MILTON, APPEARING ON BEHALF OF 
THE AUTHORS LEAGUE OF AMERICA, INC., NEW YORK, N. Y. 


Mr. Cooper. Our next witness is Mr. Paul R. Milton of New 
York City. 

Mr. Milton, about how much time will you need for your statement? 

Mr. Mitton. Two minutes or less, sir. 

Mr. Coorer. For the record, will you state your name, your 
address, and the capacity in which you appear? 

Mr. Mitron. Mr. Chairman and honorable members of the com- 
mittee, my name is Paul R. Milton, 54 East Eighty-first Street, 
New York City. I am a member of the Authors League of America 
and I am here representing the organization at its request. I write 
chiefly for radio. 

The Authors League of America is a professional organization 
of some 7,600 writers embracing the stage, books and magazines, 
the screen, radio, and television. We heartily favor the two bills 
now under your consideration, by which persons may, under certain 
conditions, postpone tax payment on part of theirincome. The 
league is both ready and willing to create a restricted retirement fund 
for its members, or cooperate in any other plan having the same 
purpose and result. 
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The kind of income our members have, and which would be affected 
by the bills under consideration, is income from the creation of 
literary, musical, or artistic compositions, and income from the 
copyrights on such works. In other words, we live by leasing out the 
various rights to our works. 

Writing must, by its nature, stand high on any list of unstable 
occupations. The mere fact that we work—by investing time—does 
not insure us any income. 

The most fortunate among us may have one good vear out of five, 
when he manages to produce a work that is a big financial success: 
a best-selling book, a hit play, or a sale to motion pictures. In such 
instances, the financial returns from perhaps 3 to 5 vears of work 
are concentrated in one tax vear. The fortunate author then finds 
that his good year is a bad one so far as his income tax return is 
concerned. 

Less fortunate authors never have that one good vear in five, 
They earn incomes that vary between a precarious livelihood and a 
moderate existence. The great majority of writers fall in this cate- 
gory, for the highly successful ones are comparatively very few. 

Yet the writer, like any other conscientious citizen, wants to pro- 
vide for his future, but his opportunities for so doing are somewhat 
limited. 

One reason is the instability of his field, and this prevents him 
from planning his estate as systematically as can, say, executive 
employees and wage-earning employees now so widely covered by 
pension plans. 

Another reason is that—even when writers find themselves on the 
payrolls of large companies, they are often omitted from the com- 
pany pension and retirement plans because they are called “tem- 
porary” employees, or are not regarded as emlpoyees at all, but 
independent contractors. 

A third reason, already referred to, is that when his earnings 
happen to be large in a given vear, that is the very time his taxes are 
at their peak. 

We do not regard ourselves as entitled to any privileges or ad- 
vantages not shared by others. We only hope for advantages similar 
to those extended to other portions of the population through pension 
plans. 

The Authors League of America urges you to report favorably on 
this plan for tax postponement, for the added general reason that it 
will encourage thrift and self-reliance. 

Mr. Cooper. We thank you for your appearance and the informa- 
tion you have given the committee. 


STATEMENT OF FRANK E. E. GERRY, APPEARING ON BEHALF OF 
THE CONFERENCE OF ACTUARIES IN PUBLIC PRACTICE, 
SPRINGDALE, CONN. 


Mr. Cooper. Is Mr. E. D. Brown here? 

Come forward, please, and give your name, your address, and the 
capacity in which you appear, for the record. 

Mr. Gerry. Mr. Brown was unable to appear at the last minute, 
and asked me whether I would appear for him as a member of the 
same organization. 
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Mr. Cooper. Will you state your name, your address, and the 
capacity in which you appear. ; 

Mr. Gerry. My name is Frank E. Gerry of Springdale, Conn. 

Mr. Cooper. About how much time will you need for your 
statement? 

Mr. Gerry. I have just two paragraphs. 

Mr. Cooper. You are recognized, and you may proceed. 

Mr. Gerry. The Conference of Actuaries in Public Practice is a 
Nation-wide organization of consulting actuaries with a membership 
of slightly more than 100. 

The major part of the business of the members of the conference 
is in connection with pension and retirement funds. Such retirement 
funds are of every sort and description, including large groups of public 
employees such as teachers, State employees, municipal employees, 
»olicemen, and firemen, and in the field of private industry, ranging 
Sams funds established by large corporations down to very small 
groups employed by an individual operator or a partnership, 

While the number engaged in this field is small in number, our con- 
nection with the field probably gives us a more intimate knowledge 
of it than any other professional group. 

While no accurate figures are available, it is estimated that retire- 
ment plans served by consulting actuaries cover approximately 10 
million employed persons in the United States. We have long recog- 
nized the essential inequity in permitting a corporation executive to 
derive substantial retirement benefits under a retirement plan quali- 
fied under section 165-A with tax deferment privileges accorded 
under that section and not to permit the same privileges to a self- 
employed individual who may have established benefits for his own 
employees under this section but must himself be excluded. 

We believe that the passage of this bill will effectively eliminate the 
existing discrimination against professional and self-employed persons 
and will furnish a means by which such persons will be enabled to 
provide a reasonable income for themselves after retirement which 
may not be possible otherwise. 

The Conference of Actuaries in Public Practice wishes to be re- 
corded as in favor of the passage of this bill. 

Mr. Cooper. We thank you for your appearance and the informa- 
tion you have given the committee. 

Is Mr. Fenichel here? 

He does not respond. 

Our next witness is Mr. Paul H. Robbins. Is Mr. Robbins here? 

He does not answer. 

Mr. Krogu. Mr. Chairman, there is a statement that has been 
presented to us which apparently was intended to be made by Mr. 
Robbins. I ask unanimous consent to have it inserted at this point 
in the record. 

Mr. Cooper. Without objection, it is so ordered. 

(The statement referred to is as follows:) 


STaTeMeENT OF Pavut H. Rogpeins, Executive Direcror, Nationat Socierer 
OF PROFESSIONAL ENGINEERS, WasHINGTON, D. C, 


My name is Paul H. Robbins. I am executive director of the National Society 
of Professional Engineers, 1121 Fifteenth Street NW., Washington 5, D. C 

The National Society of Professional Engineers is composed of over 26,000 
members engaged in the practice of every engineering specialty, and registered as 
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rofessional engineers under the laws of one or more of the States and Territories. 

hese 26,000 professional engineers are associated together in nearly 300 local 
chapters under the leadership of our 38 State societies. Our society concerns it- 
self with activities in the fields of social, ethical, and professional interests of the 
engineering profession. We believe that service to State, Nation, and humanity 
is a fundamental objective of professional engineering. 

The purpose of our appearance today is to ask your committee to recommend to 
the House of Representatives suitable legislation to permit an equalization of 
income taxes paid by professional people over the span of their working lives. 
Whether this is accomplished by appropriate adjustments in the existing tax 
structure, or by permitting tax-free contributions out of income to a retirement 
fund, or in some other fashion, appears to be largely a matter of providing a 
suitable administrative technique. Our testimony, therefore, is directed toward 
a desired result rather than toward the ways and means whereby the result is 
to be obtained. From the testimony of others appearing here, from the expert 
advice available to the committee, and from the committee’s own knowledge of 
the subject matter, we are confident that an equitable bill can be devised to attain 
the objectives we seek. 

It is a truism that no one can reasonably object to bearing his proper share 
of the tax burden considered necessary by his elected representatives. This is 
as true for professional engineers as for any other group of our citizens. It is 
equally true, on the other hand, that the tax burden should be distributed with 
fairness and with regard to the realities of life as we find it—particularly with 
fair regard to the realities of professional life. 

As is the case with other professions, preparation for a career as a professional 
engineer is both costly and time consuming. Costs of an engineering education, 
in common with the costs of education for other professions, are necessarily high, 
Institutes, colleges, and universities invest a great deal of money in buildings, 
equipment, and staff. Many engineering schools are located where costs of living 
are high. A student embarking upon an engineering career is thus faced with the 
outlay of a considerable sum of money at a time when others in his age group 
are beginning to work in gainful employment. 

Upon graduation, the young engineer is confronted with the fact that at least 
4 years of supervised professional practice are in most cases necessary before he 
can be licensed as a full-fledged professional engineer. Without such a license 
he is ineligible to offer his services to the public. In addition he discovers that this 
interim period is apt to be prolonged by the fact that he must take time to build 
himself a reputation sufficient to attract clients, and to gain the additional 
experience necessary to provide the most efficient service. 

‘or many years the private practitioner must normally be content first, to 
expend considerable sums of money on his education, and, second, to work for a 
comparatively small income until the time comes when his reputation, prestige, 
and work permit him to realize a profit on his invested time and money. Thus he 
arrives at the same peak in his professional life as do the practitioners of other 
professions, and at approximately the same time. This peak he maintain for 
some years, only to find that as he grows older his income gradually begins to 
decline by the time he reaches a normal retirement age. It becomes clear, then, 
that most consulting engineers cannot, and do not, realize a return on their original 
investment until they have reached early middle age. It is additionally clear that 
the period of maximum remuneration which rewards them for their earlier sacrifices 
is small in terms of the total span of their working years. 

From this period of maximum earnings must be provided future retirement 
income. A self-employed engineer cannot rely on a company pension plan, a 
Government pension, social security, or similar sources of retirement income. 
What retirement income he has he must provide for himself. 

It is possible for salaried employees to receive substantial tax benefits under 
existing favorable tax law provisions. There is an increasingly general ten- 
dency on the part of industry to provide retirement income in addition to social 
security benefits which may be accrued. Even the proprietor of a nonprofes- 
sional personal service business is less likely to be in a position where he is sub- 
ject to the effect of surtaxes on a single lifetime peak of personal income, and 
is better able to capitalize on his business in order to secure his retirement. 
As matters now stand, the professional man only is truly forgotten by the tax 
laws. He alone stands in a position where bigh surtaxes prevent him from 
leveling his earnings to provide a stable income and retirement benefits. 

It would appear then, that in all fairness the laws should be written to permit 
those who earn their income by a personal practice of a profession to project some 
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portion of their earnings into the future for tax purposes. In this way they may 
escape the present unfair full impact of the existing surtax on their peak earnings, 
thus being able to establish a secured fund for retirement. 

One other consideration should not be lost sight of. Our country today stands 
in need of all of our trained professional people, and the need for additional 
trained professionals is daily increasing. Advice and counsel from schools and 
industry, from Federal departments, agencies, and bureaus encourages our 
young people to evaluate their future employment and life work not only in 
terms of services which can be performed, but also in terms of income and future 
security which can be anticipated from the performance of the services. Is it 
too much to believe that many young men who might otherwise consider the 
independent practice of professional engineering could well decide to find work 
where the financial rewards, and particularly the financial security, are more 
certain? Can we afford to discourage the independence of thought and effort 
characteristic of the private practitioner from whose ranks in all the profes- 
sions much of our leadership has been, and will be, drawn? It seems clear that 
we can ill-afford to discourage such people from embarking upon professional 
careers by presenting them with a prospect of rewards not commensurate with 
the risks they are asked to run. 

The National Society of Professional Engineers is confident that the com- 
mittee, which has recognized the magnitude and difficulty of the problem by 
scheduling hearings on this legislation, will unquestionably arrive at a fair and 
equitable solution. If we can be of any additional assistance to the committee 
in its further deliberations we stand ready at all times to do so. We appreciate 
the opportunity which has been presented to us for making our views known. 

Mr. Cooper. Our next witness is Mr. Philip McConnell. 

Will you come forward, please, sir, and state your name, your 
address, and the capacity in which you appear, for the record? 


STATEMENT OF PHILIP McCONNELL, EXECUTIVE SECRETARY, 
THE SOCIETY OF INDUSTRIAL DESIGNERS 


Mr. McCowrne i. The Society of Industrial Designers is keenly 
interested in the Reed-Keogh bills (H. R. 4371 and H. R. 4373), 
which will provide tax relief for the self-employed citizen. I speak on 
behalf of our members and of all persons engaged in the various forms 
of designing for industry. 

The application of creative thinking to the problems of business, 
whether in the design of products, packages, trains, or airplanes, is a 
profession which is subject to considerable variation in earnings. 

Every designer has had the experience of achieving a satisfactory 
or perhaps a very considerable income one year, only to experience a 
drastic reduction the following year, or perhaps for several vears. 
Or several years of actual loss may be followed by a very profitable 
vear. 

The present tax system seems to penalize designers for variations 
in earnings which they not only do not control, but which, we think, 
are actually inherent in their function in the American free-enterprise 
system. The designer serves business at the times when he is needed 
and called on. 

He must be ready to work in a very concentrated way for several 
days, weeks, or months, and he must be equally prepared for consid- 
erable periods of little or no activity. 

A designer may, in the course of 15 or 20 years, earn the same 
amount of money that a college professor or business executive 
receives, but because of the extreme variations in the amounts he 
earns each year, he may pay considerably more in income taxes. 
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The present tax system makes it practically impossible for members 
of our profession to put aisde funds for retirement. Salaried business 
people are able to participate in various retirement plans. 

We feel strongly that the individuals, in our profession and in 
others, whose initiative and creative skill enables them occasionally 
to make above-average incomes should not be penalized. 

In a very real sense the existence of a body of alert and creative 
independent designers is essential to business enterprise. 

We urge that all professional and self-employed taxpayers be given 
the same opportunity to provide for retirement that regularly em- 
ploved persons have. 

Mr. Coorer. We thank vou for your appearance, Mr. McConnell, 
and the information you have given the committee. 

Is there a representative here of Jaffe & Jaffe? 

Mr. Krocu. The law firm of Jaffe & Jaffe represents the American 
Federation of Radio Artists, and others. I understand they will not 
appear. 

Mr. Coorer. The chairman is advised that the next witness, Mr. 
Sweedler, has been marked off. 

Mr. Krocu. Mr. Chairman, the statement of the American Insti- 
tute of Chemists has been made a part of the record. 

Mr. Cooper. All right. 

Our next witness is Dr. Halfdan Gregersen. 

Mr. Keocu. Before Dr. Gregersen begins his testimony, may I ask 
unanimous consent to have the formal statement of Mr. George 
Roberts, chairman of the special committee of the American Bar 
Association on retirement benefits, inserted in the record at the end of 
his testimony. 

Mr. Coorer. Without objection, it is so ordered. 

(The statement referred to appears on p. 37.) 

Mr. Coorer. All right, Dr. Gregersen, will you state your name, 
your address, and the capacity in which you appear. 

Dr. Grecersen. First, 1 should say that I am here in support of 
the bill that Mr. Silverson presented. 

Mr. Cooper. Will you first give us your name, vour address, and 
the capacity in which you appear, for the record. 

Dr. Grecersen. I am Dr. Halfdan Gregersen. My name, I might 
say, has been misspelled on the schedule of witnesses. The name of 
the organization | appear for has also been misstated there. It is not 
the United Bondholders of America, but is rather the United Share- 
holders of America. 

Mr. Coorrer. About how much time will you require? 

Dr. Grecersen. About 3 or 4 minutes. 

Mr. Cooper. You are recognized, and you may proceed. 


STATEMENT OF DR. HALFDAN GREGERSEN, VICE PRESIDENT, 
UNITED SHAREHOLDERS OF AMERICA, INC, 


Dr. GreGersen. As vice president of United Shareholders of 
America, Ine., | appear here today in support of H. R. 1173. 

At a meeting of our board of directors some months ago it was 
unanimously agreed that we, as an organization, should take all 
necessary steps to seek legislative enactment of any measure which 
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substantially included the tax plan originally proposed in 1947 by 
Mr. Harry Silverson, New York tax lawyer. 

This plan would permit investment of a percentage of earned 
income in a given year in special Government bonds, with tax for- 
giveness of the amount of the investment until the bonds were cashed, 
at which time the proceeds would be taxable in accordance with the 
bondholder’s tax status. 

We believe that H. R. 1173, introduced by Representative Clifford 
Davis, Democrat, of Tennessee, comes closest to the measure envi- 
sioned by our board, and that is why I am here to voice our support 
of the bill. 

United Shareholders of America, Inc., is an organization founded 
2% years ago by Mr. Benjamin A, Javits, New Y ‘ork lawyer, who is 
president. 

It has members in almost every State in the Union. Personally, I 
have been working virtually full time with the organization since its 
formation, without gain or expectation of gain, because, as a fromer 
college professor and dean, I strongly feel that the free-enterprise 
system to which we owe so much of our freedom must be maintained 
in our democracy, and that the objectives which the United Share- 
holders of America has set for itself are worth fighting for, as they are 
bulwarks of strength against the enemies of the system both from 
within and without. 

I will not bore you by going into detail about our objectives except 
as they relate to H. R. 1173. We are an organization dedicated 
generally to the preservation and improvement of free enterprise 
and the protection of the best interests of shareholders, bondholders, 
and policyholders, who are the backbone of our economy. 

We cannot urge too strongly upon vour committee the necessity for 
enactment of H. R. 1173. If for no other reason, this measure is a 
vital one for the creation of new capital. Without the possibility 
of a continued flow of new capital from the earned-income group, the 
creators of new capital in the most democratic sense, we fear the 
free-enterprise or capitalistic system which we believe in and live by 
eventually, because of the progressive disappearance of private 
capital, will go the way our enemies would like to see it go. 

Your committee, I am sure, is well aware of the fact that the capital 
which comes from unearned income has been dwindling for years as a 
result of inheritance, gift, and other taxes. 

I know you are just as aware of the fact that the present trend in 
taxation is squeezing and gradually eliminating the surplus income of 
earned-income investors. The capital-gains levy of 25 percent and 
the double tax on dividends only add to the problems of the few sub- 
stantial earners who manage to put something aside despite present- 
day conditions. 

Nevertheless, it is the surplus income of these investors in the 
earned-income group, and their investment of this income, which, in 
our opinion, has become the hope of the survival of the free-enterprise 
system. 

And it is measures like H. R. 1173, which provide the earned-income 
group with a means of building up capital, that deserves support from 
organizations like ours. 
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United Shareholders of America also supports the Davis bill, because 
it will encourage saving and thus act as a deterrent against inflation. 
We do not agree that the danger of inflation has passed. 

We are firmly of the opinion that the measure should prove advan- 
tageous to the Treasury Department by encouraging a substantial 
and steady sale of Government bonds without promotional expense 
to the taxpayers. Even with the expense the Treasury is now incur- 
ring for this purpose, it has not succeeded in maintaining an adequate 
sale of bonds, as evidenced by the recent increase in interest rate as a 
means of attracting buvers. 

To sum up: United Shareholders of America favors the Davis bill 
because— 

1. We feel it will help create sorely needed capital; 
2. It will act as a deterrent against inflation; 

3. It will ease the situation in regard to the sale of Government 
bonds; and 

4. It will help us generally to retain the free-enterprise system. 

Mr. Cooper. We thank you, Doctor, for your appearance and the 
information you have given the committee. 


STATEMENT OF JOHN WESTBROOK FAGER, ATTORNEY AT LAW, 
NEW YORK, N. Y. 


Mr. Cooper. Next is Mr. John Westbrook Fager. 

Mr. Fager, will you come forward, please, and give your name, your 
address, and the capacity in which you appear, for the record. 

Mr. Facer. My name is John Westbrook Fager. I am an attorney 
practicing law at No. 1 Wall Street, New York City, N. Y. 

Mr. Coorrer. About how much time will you need for your state- 
ment? 

Mr. Facer. About 4 minutes. 

Mr. Cooper. You are recognized, and you may proceed. 

Mr. Facer. | speak only for myself, although I am a member of 
the taxation committee of the Association of the Bar of the City of 
New York, and of the taxation section of the American Bar Associa- 
tion. 

I am speaking in opposition to the Keogh bill, as it now stands. I 
congratulate Dr. Dickinson on his excellent statement. I think his 
proposed limitations of $150,000 on the total amount payable into 
these retirement funds is an excellent limitation, and goes a long way 
to meeting my opposition. 

I have proposed a similar limitation on the Keogh bill to provide an 
absolute ceiling of $10,000 a year on the benefit to be received from 
the Keogh bill and social security combined. I think $150,000 
limitation is a satisfactory alternate. 

However, | part company with Dr. Dickinson. He did not state 
how he stood on social security, but I gathered that, coming from the 
American Medical Association, he is not supporting it. 

I agree with the sentiment expressed by some of the members of the 
committee during the day that social security is the basic foundation 
of all present corporation pension plans and that the same techniques 
should be made available to self-employed professional people. 
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I feel that the bills now pending in Congress—there are at least 
four here in the House and the Lodge bill in the Senate—it be imme- 
diately brought forward and associated with the Keogh-Reed bill. 

The figures in my statement demonstrate that the great bulk of the 
members of the bar and of the other professional groups—and I think 
my conclusions are supported by everything that Dr. Dickinson has 
stated—the bulk of the self-employed attorneys will stand to gain 
more, dollar for dollar, from social security than they will under the 
Keogh-Reed bill. I call your attention to the figures set forth on 
page 5 of my statement which compare the benefits and the cost of the 
social-security benefits with the cost and benefits under the Keogh 
bill. I give three examples. 

The first is a self-employed lawyer, age 55, who, if available, 
entered social security on January 1, 1952. He has earned a net 
income of $10,000 per year. He is married and has two dependent 
children. Now, assuming present tax rates and standard insurance 
tables, in the 10 years between age 55 and 65 he would pay in $1,080 
in social security taxes, and starting at age 65 he and his wife, if he 
retired, would receive $120 per month, tax-free, with his widow, if she 
survived him, receiving $60 for the remainder of her life per month. 

The same lawyer under the Keogh bill would pay in $10,000 or pay 
in up to $10,000 at the rate of $1,000 per year, which is 10 percent of 
his earned net income. That would cost him, after taxes, $7,540 be- 
cause under the split-income provision of the Revenue Act of 1948 he 
would be in the top bracket of 24.6 percent. 

That benefit at the cost of $7,540 under the Keogh bill would pro- 
duce $64.71 per month during their joint life. In other words, the 
Keogh bill would cost him seven times what social security would cost 
him and his benefit would be about 50 percent. 

To take a more standard case, the case of a lawyer at age 40 coming 
into social security and the Keogh bill at the beginning of 1952, that 
man in 25 years would pay $3,523.50, as my figures indicate, into 
social security, and he would get the same retirement benefit of $120 
per month. Under the Keogh bill he would pay in $25,000, which 
would represent a net cost to him of $18,850, which is roughly five 
times as much as the social-security payments. 

The monthly benefit under the Keogh bill would be $197.30 for 
their joint lives, which is about $75 a month more than under social 
security, and vet it would cost him five times as much. 

I give a similar example for a 25-year-old lawyer. The figures show 
that he stands to gain more from social security—and that is only 
the beginning of the comparison—because the Keogh bill has no in- 
surance feature. Take a 25-year-old lawyer as in my example with 
two small children. After 1 year in social security and 1 year in the 
Keogh bill, let us say that he is killed in an automobile accident. 

Under the Keogh bill his widow or other beneficiary would get 
$1,000, which is what he paid in plus 2 percent simple interest, an- 
other $20. Under social security his wile and children would re- 
ceive $150 per month or $1,800 a year for as many as 15 or 16 years 
until the children reached 18, and then the widow at age 65 would 
begin to recetve $60 per month. 

Mr. Roberts in his testimony admitted that the older lawyer would 
get little out of the Keogh bill. As a younger lawyer—I am age 37, 
and I have four small children and am married—I say the younger 
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lawyer will also gain more from social security because of the impor- 
tance and very valuable insurance features of social security. 

I do not take the further step and say that social security is a com- 
lete substitute for the Keogh bill. I think we should have both, 
ut I think the great bulk of the self-employed will stand to gain 

more dollar for dollar from social security. The professional man 
who is now excluded and the professional associations should change 
their stand on this and come forward asking for social security and 
asking for some reasonable supplementary form of pension as embodied 


in the Keogh bill. 
Mr. Cooper. We thank you for your appearance and the informa- 


tion you have given the committee. 
(The prepared statement submitted by Mr. Fager is as follows:) 


STATEMENT oF JOHN WestTBROOK Facer, A Lawyer, or New Yor« Ciry 


I speak only for myself, although I am a member of the taxation committee of 
the Association of the Bar of the City of New York and of the taxation section 
of the American Bar Association. 

Il am opposed to H. R. 4371 in its existing form (as well as similar bills). As a 
self-employed lawyer, I, too, am barred from social security and any form of 
qualified private retirement program under the Internal Revenue Code. How- 
ever, the Keogh bill is, in my opinion, not the proper solution to this problem. 

Rather than employing the standard principles already written by Congress 
into section 165 of the Internal Revenue Code, the bar-association committees, 
which drafted this bill, elected to treat the self-employed, in particular, as a novel 
and specialized case. The result is a proposal with no definable limits (except on 
tax deductions), no floor, no ceiling, and no antidiscrimination features such as 
Congress insisted upon in section 165. No one has any real idea how much the 
Federal Government would lose in tax revenue under H, R. 4371. 

I propose a relatively simple modification of this bill, which will bring it into 
line with existing corporate retirement programs, as follows: 

(1) Amend the Social Security Act and Internal Revenue Code to cover self- 
employed professional persons by social security on a compulsory basis; 

(2) Amend H. R. 4371 to provide that no annual retirement benefit payable 
thereunder may exceed 40 percent of the average annual earned net income of a 
participant between $3,600 and $25,000; and 

(3) Put a $10,000 absolute ceiling on the total annual retirement benefits, 
which any participant may receive under social security and H. R. 4371. 

\ copy of my suggested amendment to H. R. 4371 is attached hereto. 

Every person now covered by a corporate qualified pansion plan is also in the 
Federal social-security program. The American Bar Association and the other 
professional associations made a fundamental error in 1950 when they pleaded 
successfully with Congress to have lawyers and other self-employed professional 
persons left out of social seemity. Lawyers are now beginning to realize that 
dollar for dollar, social security cannot be matched by H. R. 4371 (see attached 
comparison). For example, the insurance features of social security have no 
parallel in H. R. 4371. Social security is the basic foundation of all private pension 
programs in this country. Iam unalterably opposed to building the house until 
the foundation is laid. 

The bulk of the lawyers in this country will receive more from social security 
than from H. R. 4371. I refer to the great majority of my fellow lawyers who 
earn less than $10,000 per vear. And older lawyers stand to gain little from 
H. R. 4371, whereas they can get a maximum retirement benefit from social 
security in as little as 2 years. 

Let us then put first things first. Before voting on the Keogh bill, the bills 
(H. R. 6921, 7076, 7127, and 7152) permitting lawyers to join social security on a 
voluntary basis should be brought forward for immediate action. I believe these 
bills should be amended to include all professional groups now excluded (not just 
lawyers) and that coverage should be made compulsory, not voluntary. There is 
no logical reason for one small group of United States citizens (particularly 
lawyers) to be exempted from a Federal law applying generally to the entire 
working population (whether employed or self-employed). 
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Once this basic first step has been taken, then it becomes appropriate to consider 
some type of private retirement program, supplementing social security. I believe 
any professional man should be able to look forward to retirement on 40 percent 
of his average annual earned income, up to a maximum retirement income of 
$10,000 per vear. Part of this should come from social security and the remainder 
from a program set up under H. R. 4371. 

This suggested 40 percent retirement benefit is based on the social security 
benefits payable with respect to the first $3,600 of earnings. A self-employed 
person earning $3,600 per year, with a wife of the same age receives, starting at 
age 65, a combined monthly benefit of $120 per month, which is 40 percent of $300 
per month. I would extend that percentage right up to net earned income of 
$25,000 per year, but not beyond. In other words the maximum annual retire- 
ment benefit from social security and H. R. 4371 should not exceed $10,000 
per year. 

To conclude, my proposal would not only bring H. R. 4371 into line with existing 
corporate retirement plans but would sharply reduce the current tax loss inherent 
in H. R. 4371. On the first $3,600 of earned income there would be no tax loss 
at all, rather an increase of social security taxes paid. And the proposed ceiling 
would sharply limit the potential tax losses in the higher brackets. 

Even more fundamentally it would help the great bulk of the bar, who are 
earning below $10,000 per year, by admitting them to social security, while at 
the same time permitting the small minority of lawyers earning over $10,000 per 
vear to make supplemental provision for their retirement, on a nondiscriminatory 
basis. 


; 


Comparison of Social Security and H. R. 4371 








an ‘ Monthly H. R. 4371 
| Total social social | -E Es a oe 
Starting age (at Jan. 1, 1952) security snaurity 
contribution | benefits Gross cost | Net cost! Monthly 
{ benefits 
SS $1, 080. 00 $120/$60 $10, 000 $7,540 | $64. 71/$32. 3! 
40 3, 523. 50 120/ 6 | 25, 000 18, 850 197. 30/ YS. 6: 
25 6, 156. 00 120, &@ 40, 000 30,160 | 389. 32/194. 66 


1 After deducting contribution from gross income (24.6 percent tax bracket). 


The above figures assume a married lawyer with two dependent children, 
earned net income of $10,000 per vear, present Federal income rates (top bracket 
24.6 percent) and standard insurance tables. The private insurance figures were 
»repared by Leon Sicular, a pension and insurance specialist of New York City. 

“hese figures do-not include the insurance features of social security. For example, 
if this lawyer died after 2 vears of coverage his beneficiary would receive back 
the $2,000 contributions paid in under H. R. 4371 whereas under social security 
his widow and children under 18 might be entitled to benefits totaling over 
$20,000. 

My proposal for building H. R. 4371 on top of social security would produce 
the following benefits at various levels: 


Soci er- 

Average annual earnings A. Private Total _ 
5,000 $1, 440 $560 $2, 000 40 
$7,500 1, 440 1, 560 3, 000 40 
$10,000 1, 440 2, 560 4, 000 40 
$15,000. 1, 440 4, 560 6, 000 40 
$20,000 1, 449 6, 560 &, 000 4 
1,440 8, 560 10, 000 40 


$25,000 (and up) 


1 Maximum, 
PROPOSED AMENDMENT TO H. R. 4371 


Amend section 4 of H. R. 4371 so as to add a subsection (d) to the new section 
173 of the code, reading as follows: 

““(q) LimrraTIon ON BENEFITS.—No individual shall be entitled to receive from 
a restricted retirement fund more than an annual payment, or the actuarial 
equivalent thereof, commending at age 65, for ten years certain and thereafter 
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for his life, equal to the lesser of $8,560 or 40 per centumi of the amount by which 
the individual's average annual earned net income for the fifteen years prior to 
his reaching age 65, or dying or retiring prior thereto, whichever shall occur first, 
exceeds $3,600. The determination of an actuarial equivalent, within the meaning 
of this subsection, shall be in accordance with regulations promulgated by the 
Commissioner, with the approval of the Secretary.” 

Mr. Cooper. Our next witness is Mr. Jabez H. Wood. 

Mr. Wood, will you come forward, please, and give your name and 
address and the capacity in which you appear for the record. 


STATEMENT OF JABEZ H. WGOD, REPRESENTATIVE OF THE 
INVESTMENT COUNSEL ASSOCIATION OF AMERICA 


Mr. Woop. Mr. Chairman and gentlemen of the committee, my 
name is Jabez H. Wood. My home is in Essex Felis, N. J., and I am 
a partner in the investment counsel firm of Van Cleef, Jordan, and 
Wood of New York City. I am a member of the board of governors 
of the Investment Counsel Association of America, and chairman of 
its special committee on the Keogh-Reed bills. 

I am appearing not only in the interests of our membership, but also 
in the interests of many of our clients to explain the reason why we 
support the general principles of the Keogh-Reed bill. 

All members of our association are registered with the SEC as 
investment counsel. Our membership includes 29 firms, with several 
hundred partners and principal officers, and about 1,000 employees. 
Our members have offices in about 15 States of the Union, from Cali- 
fornia to Massachusetts, and from Minnesota to Texas. 

Our profession as a whole has many thousands of clients throughout 
the Nation for whom they act as investment counsel, including repre- 
sentatives of all sections of the investing public. Our profession as 
a whole has machinery for handling accounts from the very smallest 
to those of substantial size, though I think I can safely say that the 
bulk of our members’ clients are persons who have a moderate income. 

Accordingly, our clients’ problems may be taken as fairly repre- 
sentative. To solve them, we must of course become thoroughly 
familiar with their financial affairs. 

About two-thirds of our member firms are partnerships or sole 
roprietorships which cannot take advantage of section 165 of the 
nternal Revenue Code. The remainder are corporations. 

But with one or two exceptions, our corporate members are closely 
held corporations with relatively few employees, for which section 165 
as it now stands does not provide an appropriate means of establishing 
a private pension plan. 

Our members have of course been acutely conscious for some time 
of the discrimination to which they themselves are now subjected 
with regard to making provision for their own retirement. 

In the course of their work for many clients, particularly in working 
out retirement programs for others, it has been borne in upon our 
members to an ever increasing extent that such discrimination seriously 
affects many of our clients as well. 

In the case of those clients who are employed by corporations large 
enough to have pension plans which qualify under section 165, retire- 
ment planning is relatively simple. 

But in the case of those clients who are self-employed, and those 
whose employers for one reason or another, either cannot or have not 
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established a qualified pension plan, present income tax rates render 
it exceedingly difficult for them to make reasonably adequate provision 
for their own retirement. 

Extension of the bare subsistence provisions of the Social Security 
Act is not the answer. 

If we want to relieve the existing pressure on many of our most 
self-reliant and productive citizens to seek employment by large 
corporations, we must find some way to eliminate this discrimination. 

In our opinion, the solution of the problem is to give to persons 
who are not now in a position to benefit by section 165 the same right 
to postpone, and it is merely a postponement, the income tax on a 
reasonable portion of their earned income which they voluntarily set 
aside for retirement purposes. 

The Keogh-Reed bills in their present form would go a long way 
toward removing the existing discrimination. At its annual meeting 
held last Wednesday night, our membership unanimously adopted a 
resolution endorsing their general objectives. 

Like Mr. Rapp, we are not irrevocably committed to the precise 
language or method set forth in these bills, and like him would have 
no objection to the possible changes mentioned by him, if the com- 
mittee should see fit to adopt them. 

One of those possible changes, the elimination of the requirement of 
association sponsorship, if adopted by the committee, would remove 
the problems presented by the fact that our membership is on a firm 
basis, rather than an individual basis, and the further fact that it 
might be impractical for a relatively small association such as ours 
to establish a separate trust fund. But these problems could easily 
be taken care of in other ways. 

By way of emphasis, Mr. Chairman, may I say that a professional 
man or a person who trains for a service industry has as his main 
capital himself and his skills and his trade. The tax laws as now 
prepared fail to allow amortization or depreciation of that asset. 

In the case of a man who spends his living years in providing plant 
and equipment, under recent laws Congress allowed accelerated 
amortization of plant, which means that, in effect, a businessman is 
allowed to amortize his investment from the earnings of the corpora- 
tion, 80 percent of which can be amortized over a period of 5 vears. 
That law coupled with the retirement plans which are available to 
the owners and operators of corporations, create wide discrimination 
between people in business and in the professions. 

I would like to submit for the record the emphasis on that point. 
I thank you very much. 

Mr. Cooper. We thank you for your appearance and the informa- 
tion you have given the committee. 

Is Dr. Harold B. Smith present? 

Mr. Keroeu. Dr. Smith will not appear, Mr. Chairman. 

Mr. Cooper. Is there any other person present who desires to be 
heard on the pending bills whose name has not been called? 

The Chair hears none. 

Mr. Kroau. Mr. Chairman, I ask unanimous consent for the clerk 
to insert in the record of these hearings any statements which he 
receives containing that request. 
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Mr. Coorrr. Without objection, it is so ordered. I take it you 

ean within a reasonable time? 

Mr. Krocu. Yes; within a reasonable time. 

Mr. Cooper. All right. 

Mr. Krocu. Mr. Chairman, may I express my appreciation to the 
Chairman and the members of this committee for their courtesy in 
having given us this time today. 

b Mr. Coorrr. I am sure we appreciate that expression. 

Without objection, the hearing is now closed, and the committee 
stands adjourned subject to the call of the Chair. 

(The following statements were submitted for the record :) 

Cricaco, Inu., May ?, 1942. 
House Ways ann Means ComMITtrer, 
House of Representatives, Washington, D. C.: 

Gentlemen regarding Keogh and Reed bills H. R. 4371 and H. R. 4373 this is to 
advise you that the Board of Governors of Tilinois State Bar Association in session 
at Mount Vernon, IIl., on April 17, 1952, approved in principal the above-entitled 
bill. If there is to be a hearing on either of these bills we would appreciate your 
making this wire a part of the record, thereby indicating the action taken by this 


association. 
Josrrn H. Hinsnow, 


President, Illinois Bar Association. 


Tue Craicaco BaR ASSOCIATION, 
Chicago, Iil., April 145, 1952. 


Re: Keogh and Reed bills, H. R. 4371 and H. R. 4373 
Hovse Ways aNpD Means ComMMITTER, 
House of Representatives, Washington, D. C. 

Gentlemen: Please be advised that the Board of Managers of The Chicago Bar 
Association on April 15, 1952, approved in principle the foregoing bills. In the 
event of a hearing on either of these bills, we would appreciate your making this 
letter a part of the record, thereby indicating the action of this association. 

Yours very truly, 
CusHMan B. Bisseuu, President. 





AMERICAN OsTEOPATHIC ASSOCIATION, 
Washington, D. C., May 18, 1952. 
The Honorable Ropert L. Dovucuton, 
Chairman, Committee on Ways and Means, 
United States House of Representatives, Washington, D. C. 

Dear Mr. Dovcuron: With your permission, this letter is for incorporation 
in the record of hearings by the House Ways and Means Committee on H. R. 
4371 and H. R. 4373, identical bills introduced by Representatives Keogh and 
Reed of New York, which would provide a method for an individual to set up a 
retirement trust by allowing him to exclude from current gross income 10 percent 
of his yearly net income or $7,500, whichever is lesser, minus amounts con- 
tributed by his employer toward the purchase of an employee's annuity contract 
or toward a retirement plan, provided such amounts are placed in a Restricted 
Retirement Fund. 

The board of trustees of the American Osteopathic Association meeting in 
regular session at Chicago in December 1951 considered the desirability of pro- 
posed revision of the Federal internal-revenue laws to permit self-employed 
persons, including osteopathic physicians, to provide their own retirement benefits 
with income the tax on which would be deferred until receipt of the benefits. 
The board adopted the following resolution: 

“Whereas high Federal taxes on earned income prevent members of professions 
and others, principally self-employed, from providing for their retirement out of 
their savings; and 
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“Whereas the problem of providing retirement benefits has to a great extent 
been solved by corporate employees by section 165 of the Internal Revenue 
Code; and 

“Whereas the need for such retirement benefits is equally great in the case of 
professional persons and other persons having earned income but not covered by 
a pension plan: Now, therefore, be it 

“Resolved, That the Board of Trustees of the American Osteopathic Association 
favors in principle amending the Internal Revenue Code so that taxpayers not 
covered by a pension plan qualified under section 165 of the code, may be en- 
couraged by a tax credit, a tax deduction, or other means, to accumulate out of 
earned-income funds which would be available under appropriate regulations of 
the Treasury Department to provide retirement income for such taxpayers.”’ 

There are some 11,000 practicing osteopathic physicians or surgeons in the 
United States. It takes from 7 to 9 vears after high school to train an osteopathic 
physician. Ninety-three percent of the fall 1951 matriculants in osteopathic 
colleges had three or more vears preprofessional college training and 70 percent 
had baccalaureate degrees or four or more vears of preprofessional college training. 
The professional course requires 4 years, and on top of that is added an additional 
vear of hospital internship. !n other words, in order to get a license to start the 
practice of his profession, the young osteopathic physician will have been in 
training until age 26 or 27. After that follows the usual lean vears of establishing 
apractice. The result is that the osteopathic physician is compelled to depend on 
his middle-age earnings to provide for his retirement—a dependency which the 
current system of taxation frustrates by ignoring it. 

The present tax structure offers inducements for the establishment of pension 
funds for employees. It is only fair and just that professional persons, and other 
self-employed, be permitted to participate in restricted retirement funds that take 
into consideration the deferred and limited duration of their earning vears. 

H. R. 4371 and H. R. 4373 appear to fulfill the general objectives of the above 
resolution of the AOA board of trustees, and we earnestly urge favorable considera- 
tion of the legislation. 

Very truly yours, 
C. D. Sworr, D. O., Chairman. 





STATEMENT OF THE NATIONAL ASSOCIATION OF LIFE UNDERWRITERS, 
New York, N. Y. 


The National Association of Life Underwriters is a trade association having 
an aggregate membership of approximately 55,000 life-insurance agents through- 
out the United States. We believe that we can sav, without exaggeration, that 
our members and the thousands of other life-insurance agents in this country 
have more interest and experience than any other single group of individuals in 
helping our fellow citizens build up security for themselves and their dependents 
against the ravages of death and old age. Accordingly, we deem it not only 
appropriate but also desirable that we take this opportunity to express briefly 
and generally our views on H. R. 4371 and H. R. 4373, which are hereinafter 
collectively referred to as the Reed-Keogh bill and the bill. 

It is our understanding of the bill that it is designed to permit persons, pri- 
marily in the self-employed class, to exclude from gross income annually amounts 
paid into so-called restricted retirement funds, to the extent that such amounts 
do not exceed the lesser of $7,500 or 10 percent of earned net income, and, instead, 
to pay income taxes on distributions received from these restricted retirement 
funds after reaching retirement age 60. It is our further understanding that 
these funds could be set up only by professional, business, trade, labor, and 
similar organizations and associations for the benefit of the members of such 
organizations and associations. In short, it clearly appears that an individual 
wishing to set up his own retirement program without belonging to an associa- 
tion would not receive the tax benefits provided for bv the bill. Finally, it 
appears that these restricted retirement funds could be administered only by 
banks, as trustees, and the assets thereof invested only in securities which are 
legal for trust investments under the laws of the several States. 

We are in general agreement with the premise that self-emploved persons are, 
indeed, in need of more equitable income-tax treatment in order that thev may be 
better able to anticipate and prepare for their retirement. However, in consider- 
ing whether or not the Reed-Keogh bill furnishes a proper solution to the problem, 
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we feel that we must call the attention of your committee to certain relevant 
matters. 

First of all, we firmly believe that the enactment of this bill would have a wide- 
spread, unsettling effect on all existing savings and retirement programs, including, 
but certainly not limited to, those based upon life insurance and annuities. For 
example, it requires no clairvoyance to foresee that many people, irrespective of 
the true needs of themselves and their dependents, might lapse or surrender their 
personal life-insurance policies simply to obtain the current income-tax advantages 
resulting from their participation in a restricted retirement fund. 

With respect to corporate pension plans, the unsettling repercusions of the bill 
would be equally pronouneed. This becomes clear when one considers that 
although an employee covered by a pension plan qualified under section 165 (a) 
of the Internal Revenue Code could also participate in a restricted retirement fund, 
he could exclude his payments to such fund from his gross income only to the 
extent that they did not exceed 10 percent of his earned net income minus contri- 
butions made by his employer on his behalf to the section 165 plan. This treat- 
ment obviously would be extremely inequitable to those many employees who 
have no vested interest in such contributions. Furthermore, it would not be 
workable, for in many pension plans, there is no feasible way of allocating the 
employers’ contributions with respect to individual employees. Finally the enact- 
ment of the bill would place the participants in a contributory corporate pension 
plan in an extremely unfair tax position relative to that enjoved by the participants 
in restricted retirement funds for the reason that employees cannot deduct their 
oWn contributions to pension plans for income-tax purposes. 

In addition to the above-mentioned problems that would be created by the 
enactment of this bill, we should like to call attention to the fact that, in the 
interest of all-round fair play, consideration of the possibility of allowing deduc- 
tions on account of social-security taxes paid by employees and self-employed 
persons would then be in order. In this connection, it would seem quite likely 
that many individuals covered by social security would reap a considerable 
advantage by exchanging the tax-free status of their social-security benefits for 
an income-tax deduction on account of their contributions to the program. In 
any event, we submit that this is a question that ought to be considered by your 
committee along with the bill in question. 

Thus far, we have directed this statement only to our general doubt as to the 
desirability of this particular bill. Now, however, we should like to make it clear 
that we also have certain fundamental objections to the bill in its present form. 
First of all, it would allow an individual to participate in a restricted retirement 
fund only if he were a member of an association. Persons who might not want 
to belong to an association or, even worse, Who could not become members would, 
therefore, be denied the tax advantages provided for by the bill. Second, we 
think that the requirement that the funds must be trusteed with a bank is unduly 
restrictive. Third, we most strongly object to the totally unwarranted exclusion 
of life-insurance policies and annuity contracts as permissible investments for the 
assets of the funds. In expressing this particular objection, we should like to 
emphasize that we are not making a plea that life insurance and annuity contracts 
be given special treatment; we simply wish to point out that there is absolutely 
no justification for subsidizing trust funds which are invested in so-called legal 
securities to the exclusion of life insurance and annuities. 

We have tried to keep this statement as brief as possible and to set forth only 
what we presently conceive to be some of the more fundamental problems and 
objections raised by this bill. We believe that the nature of these problems and 
objections is such as to demonstrate forcibly to your committee the far-reaching 
and complex implications of the bill and the resulting need for a great deal more 
study of the problems involved, rather than for precipitate legislative action. 
We also believe that an appropriate study might reveal that the present bill 
does not offer the best solution. When this subject was first up for discussion 
by the American Bar Association, the tax section of that body rejected the theory 
of this bill and endorsed the amendment of section 165 as the means of dealing 
with the situation that your committee is now considering. It seems to us that 
you would do well to give a great deal of thought to this approach, for we feel 
that it offers a more equitable and less disturbing solution than the one proposed 
by the bill under discussion. Furthermore, there are still other possible solutions 
that a comprehensive study will undoubtedly develop. We should like to take 
this opportunity to offer to your committee or its designated representatives our 
fullest cooperation in such a study should it be undertaken. 
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STATEMENT OF AMERICAN FEDERATION OF Rapio ARTISTS, AMERICAN GUILD OF 
Musica Artists, AND TELEVISION AUTHORITY 


The American Federation of Radio Artists (AFRA), the American Guild of 
Musical Artists (AGMA), and Television Authority (TVA), three of the constitu- 
ent unions of the Associated Actors and Artists of America, a labor organization 
affiliated with the American Federation of Labor, submit this statement jointly 
in support of the Keogh-Reed bill. Since the technical aspects of the bill will be 
discussed before the committee by qualified experts, this statement will be limited 
to a consideration of the position of the performing artist and the reasons why 
legislation of the type proposed is essential to the performer's economic well- 
being after retirement and during old age. 

Since these three unions are concerned with interrelated fields of the entertain- 
ment industry, they have a considerable duplication of membership in the case of 
artists performing in more than one medium. Taking this into account a fair 
estimate of the total number of artists listed in the membership records of the 
three unions would be approximately 25,000. This number includes residents of 
almost every one of the 48 States, whose annual incomes range from the lowest 
to the highest income brackets. 

Headliners in the television, radio and concert. fields receive considerable com- 
pensation for their services. It is not generally known however that the average 
annual wages earned by performers in these fields is low by comparison with in- 
dustrial groups. More than 50 percent of the membership of each of these unions 
earn less than $2,000 a year in a single entertainment medium. Taking into 
consideration income earned by the same people in other fields, however, their 
average gross income is somewhat higher. 


SOCIAL SECURITY AND RETIREMENT 


Since most radio, television, and concert artists are not regularly employed, 
but work on a free lance basis, they sometimes experience difficulty in getting 
employers to recognize their right to social security coverage. Largely through 
the efforts of the unions this situation is being remedied. Social security benefits 
alone, however, are woefully inadequate for retirement sustenance and unlike 
workers in industry, performers do not have pensions or retirement plans providing 
benefits superimposed upon the social security structure. 

Retirement and old age are serious problems for these people and frequently 
they become public charges or depend upon the unions and theatrical benefit 
organizations for their support. 


FLUCTUATING INCOMES AND LIMITED CAREERS 


Except perhaps for the professional athlete, there is no one whose productive 
vears are necessarily as limited as a performing artist. Good looks, singing 
ability, dancing skill and agility and other accomplishments and qualifications 
essential to their trade frequently are lost after only a few years of significant 
earnings. Then the artist who may have been capable of earning $100,000 or 
more in a year must find a new livelihood. Experience indicates that his earning 
power is never again the same. 

Public acceptance and good fortune are tremendous factors in a performer’s 
career. A radio headliner, for example, may work for a year or more on a success- 
ful program only to have it canceled by a sponsor. It may then be another year 
or more until he finds comparable work. In this way an artist’s income can he 
$100,000 in one vear and $10,000 or less the next. 

The impact of Federal income taxes upon performers with fluctuating incomes 
and limited careers is devastating. In the years that they earn large amounts 
they retain very little because of high tax rates. In slack years it is impossible 
for them to save. Under these dircumstances, it is extremely difficult for the 
performing artist to make any real provision for his retirement and old age. 


THE KEOGH-REED BILL 


The performing artist joins with professional and other self-employed groups in 
endorsing the principles and objectives of the Keogh-Reed bill. 

The opportunity to save one’s own money for retirement and old age which is 
afforded by the tax deferment provisions of this bill is essential if substantial pro- 
vision is to be made. It is urged, however, that the committee give further heed 
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to the problems of fluctuating incomes and limited careers. It is recommended 
that artists and others with —- working conditions be permitted to con- 
tribute more than 10 percent of their annual income to a retirement fund in years 
of high earnings on a carry-back and carry-over basis, so that within a fixed period 
of years their aggregate contribution to a retirement fund will represent the same 
proportion of their aggregate earnings for that period of vears as a person with a 
more constant annual income. 

The undersigned would welcome the opportunity to cooperate with the com- 
mittee’s experts in a further analysis of the fluctuating income problem. 

We urge that the principles contained in the Keogh-Reed bill be enacted into 
law at the earliest possible date. 





Srarement or Tirus G. LeCuair, Prestpent or ENGINeeRS Joint CouNncIL 


Engineers Joint Council is an organization for coordinating activities of mutual 
interest to the National Engineering Societies representing the five major branches 
of engineering. The Societies are American Society of Civil Engineers, American 
Institute of Mining and Metallurgical Engineers, The American Society of 
Mechanical Engineers, American Institute of Electrical Engineers, American 
Institute of Chemical Engineers. The combined membership of the Societies 
is about 130,000, ranging from engineers in private practice, to those in high 
position in industry, and to employees of both private and government 
organizations. 

Engineers Joint Council approves the principles embodied in H. R. 4371 and 
H. R. 4373, each of which is cited as “Individual Retirement Act of 1951.”” We 
believe that those principles have become recognized generally as being sound and 
that there is little point in consuming the time of your committee with lengthy 
discussion. Our comment will be brief. 

We are convinced that the present system of income taxation imposes manifest 
inequity on ‘“‘earned income,” such as that derived from salaries, professional fees, 
and other forms of compensation for personal services. 

Without any attempt to pass judgment on the adequacy or inadequacy of the 
existing tax structure as it applies to businessmen as contrasted with professional 
men, reference is made to that class of taxpayers as one means of comparison. 
Even with the present steep surtax rates, one who operates an incorporated busi- 
ness enjoys a marked advantage over a professional person. Such a man, 
assuming that his operations are successful, may take out of his business income 
enough to cover his personal needs and plow back the balance into his corporation. 
Although that balance is subject to corporate tax, the rate is substantially less 
than that on personal income. The net result is that such a business venture can 
expand and increase in value through the years. 

With increasing age, such a man may retire from active business life and enjoy 
the income from dividends on stock he has accumulated; he may ease his tax 
burden on dividends by giving some of his stock to members of his family; if he 
sells his business, profit so realized is subject to a maximum capital-gain tax of 
25 percent; upon his death, he may leave his going business concern to members 
of his family, thus providing for their future welfare. 

By contrast, it is very difficult for an engineer, architect, lawyer, doctor, or 
any other person whose income is derived from personal services, to set aside, 
during his years of relatively high earning capacity, enough to provide adequate 
income for his declining vears, to say nothing of providing for his family after 
his death. This is true whether an individual be operating as a professional man 
offering his services directly to the public or one who spends his professional life 
in salaried positions where no special retirement provisions may be available to 
him. In either case, his earning capacity generally declines materially after 
passing a peak during middle age, and, unless he has been able to accumulate 
sufficient reserve to provide adequate income during his late vears, his plight is 
sorry, indeed. While this is a situation of long standing, it has become seriously 
aggravated with the increases in income-tax rates during recent years. 

The situation of the individual practitioner is further aggravated by fluctuations 
in vearly income. It is just about inevitable that, while the income of such a 
person may be substantial during some one vear, or brief period of vears, it 
will suffer drastic decline in others. In case of illness his income may cease 
entirely. The result, of course, is that the individual practitioner, in the long 
run, is required to pay income taxes reaching a high total as compared to his 
total income throughout a period of vears. 

It is &@ generally accepted principle that taxes should be levied in proportion to 
the ability to pay. Probably, that is a sound principle. We are not here contesting 
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it. But, it seems only sensible and just to consider that the criterion for ‘‘ability 
to pay’ should be established on some reasonable ju ent as to life-long ability, 
rather than on a year-to-year basis. We consider that the provisions of H. R. 
4371 and H. R. 4373 constitute an appropriate step in the right direction. 

We are quite aware that the problem herein discussed has been under considera- 
tion by your committee for a long period and, therefore, will not undertake to 
discuss details of the bills. We simply want to record our support of the principles 
incorporated in them and recommend that the committee give them favorable 
consideration. 





STATEMENT OF THE AMERICAN Lire CONVENTION AND THE LIFE INSURANCE 
ASSOCIATION OF AMERICA, WasuHinaron, D. C. 


This statement is submitted in behalf of the American Life Convention and the 
Life Insurance Association of America, two associations which represent approxi- 
mately 97 percent of the life-insurance business of the country. It is being filed 
with the Ways and Means Committee in connection with the hearings announced 
by the committee gn the subject of the individual retirement bills (H. R. 4371 and 
4373) which would allow taxpayers, under certain conditions, an exclusion from 
gross income, for the purposes of income taxation, of money set aside for retirement. 

The life-insurance companies have considered these identical bills and have 
discussed them with persons interested in such legislation. Through this state- 
ment we hope to acquaint the members of the Ways and Means Committee with 
some, at least, of the problems involved and the tentative conclusions we have 
reached. 

In general, the life-insurance companies realize that individuals who are not 
employees of corporations having fetirement plans are at a disadvantage under the 
present tax laws and are finding it increasingly difficult to provide for their retire- 
ment. This situation is one that we believe should receive consideration and 
study by the Congress. 

The two bills under consideration seek to deal with this problem through post- 
poning the tax on a percentage of earned income, if such income is placed in a 
restricted trust fund until the taxpayer attains age 60. The total amount exclud- 
able from income for any taxable vear is limited to 10 percent of the taxpayer’s 
earned net income, or $7,500, whichever is the lesser. 

In considering methods designed to eliminate existing inequities in our tax laws 
we believe that every effort should be made to avoid creating new inequities. 
The proposed legislation should not, for example, be so restricted that only limited 
groups of individuals would find it practical to seek relief under the legislation, 
nor should it discriminate against employees of corporations. The bills do not 
seem to satisfy these principles. Individuals entitled to the exclusion must be 
members of a retirement plan set up by a bona fide agricultural, labor, business, 
industrial, or professional association or similar organization. This limitation 
undoubtedly would exclude many taxpayers. Many employees who are now 
participating in pension plans established under section 165 (a) of the code are 
not receiving tax exclusions equivalent to 10 percent of their net income per 
annum, and the bills do not make provision whereby such employees could con- 
veniently supplement their employee benefits by making additional excludable 
contributions to such plans or to independent pension plans. 

We understand that some thought has been given to expanding the legislation 
to correct these apparent defects. It has been suggested that an employee partici- 
pating in a pension plan should be granted a net-income exclusion of 10 percent, 
minus any amounts contributed to the plan in his behalf by his employer. This 
proposed approach would give recognition to the principle of treating all tax- 
payers equally, but it would introduce new problems; and this points*up some of 
the difficulties inherent in any effort to integrate the provisions of these bills with 
existing employee pension plans. These difficulties are twofold: First, there is 
the problem of determining the amount of the annual employer contribution in 
behalf of any particular employee. In the ease of most pension plans, the em- 
ployer makes a contribution to provide for the group of employees as a whole, 
and it is generally not possible to break this contribution down into separate 
contributions for each employee. Second, in many plans the employer’s contri- 
butions are not vested for many years, often not until retirement, and hence the 
annual amount set aside in behalf of the employee, if considered as part of the 
10-percent exclusion, might not be as favorable to the employee taxwise as an 
outright exclusion of 10 percent of his net income. 

The Reed and Keogh bills if enacted would encourage savings to provide for 
retirement. This would be socially desirable. Concern has been expresst d, 
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however, that many established retirement plans and personal life-insurance and 
annuity programs might be abandoned in order to obtain the tax advantage 
contemplated under these bills. It is essential that existing programs, designea 
to protect dependents in the event of death and to provide for retirement in old 
age, be preserved. Unless the legislation ultimately adopted permits the use of 
these existing programs as a method of funding contributions which would qualify 
as excludable, undoubtedly there would be a tendency to surrender these estab- 
lished programs in order to set up retirement plans that would meet the require- 
ments of the new law. In many cases, it would be socially undesirable and 
economically unsound for taxpayers to make this shift simply to reduce their tax 
burdens. 

As the bills are now worded, contributions to a restricted retirement fund can 
only be placed in a trust. The trustee must be a bank. The broad facilities of 
the life-insurance companies would not be available to carry out the purposes of 
the bills. Such an arrangement would deprive individuals of the right to’ select 
one of the most important and extensively used methods of providing their retire- 
ment benefits. 

The life-insurance companies rhe 94 urge that any legislation which follow: 
the principles of the Reed and Keogh bills should not confine its benefits to a 
bank-trust arrangement. Life-insurance policies and annvity contracts, both 
individual and group, are being used to fund emplovee pension trusts, and under 
section 165 (a) of the code both personal and corporate trustees may be designated. 
If the proposed legislation should be restricted to a bank-trust arrangement, 
contributions to many existing pension plans would not qualify as excludable 
from income. 

Where employees are contributing their own funds to established section 165 (a) 
pension plans, whether under a group annuity plan or an individual policy trusteed 
lan, such contributions should be allowable as part of the 10-percent exelusion. 

Vhile a change in the bills to permit this would result in more uniform tax treat- 
ment, it might at the same time introduce complications in existing employee 
pension plans. For example, the employee’s contributions to such a plan may 
usually be withdrawn upon termination of employment, whereas under the pro- 
posed legislation, contributions are refundable only in the event of death, disa- 
bility, or retirement. Accordingly, equity would seem to demand that employee 
contributions to a pension plan, if made eligible under the pending bills, be 
further restricted as to withdrawal; or in the alternative that employee contribu- 
tions excluded from income be taxed as a long-term capital gain in the event of a 
refund other than in the ease of death, disability, or retirement. 

To summarize, the bills as presently drafted contain the following questionable 
features: 

1. The tax advantage offered is limited to plans set up by certain associations 
of individuals. If adopted, the 10-percent exclusion should be made readily 
available to all taxpayers who earn personal income. 

2. The bills require that employer contributions to a section 165 (a) pension 
plan be subtracted from the 10-pereent exelusion. This does not seem workable, 
because in many situations such contributions are not on an individual basis. 
Moreover, it is doubtful if equity would be preserved under a system which 
would deduct nonvested employer contributions from the allowable 10 percent. 

3. The legislation, as drafted, would encourage the dropping of existing insur- 
ance and pension programs to gain the tax advantage offered. 

4. The bills limit the restricted retirement fund to a bank trust. 

5. Employee contributions to existing pension plans do not qualify as excludable 
income. 

The amendment of these bills to remedy these questionable features would 
require careful study. We recognize the technical difficulties which would have 
to be overcome in order to achieve a workable system. Also, the introduction of 
the new features we have mentioned would undoubtedly bring to light other 
substantial problems. We are not prepared to say at this time that even though 
all of these corrections were made the purposes of the bills could be achieved 
without creating additional inequities which would be socially undesirable. 

We believe that the entire subject warrants careful study by the Wavs and 
Means Committee. We offer our cooperation in lending technical assistance with 
respect to those matters which touch upon the services furnished by the life- 
insurance companies, 


(Whereupon, at 4:40 p. m., a recess was taken, the committee to 
reconvene upon the call of the Chair.) 
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